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Background 

The  Office  of  the  Comptroller  of  the  Currency  (OCC) 
was  established  in  1863  as  a  bureau  of  the  Department 
of  the  Treasury.  The  OCC  is  headed  by  the  Comptroller, 
who  is  appointed  by  the  President,  with  the  advice  and 
consent  of  the  Senate,  for  a  five-year  term. 

The  OCC  regulates  national  banks  by  its  power  to: 

•  Examine  the  banks; 

•  Approve  or  deny  applications  for  new  charters, 
branches,  capital,  or  other  changes  in  corporate 
or  banking  structure; 

•  Take  supervisory  actions  against  banks  that  do 
not  conform  to  laws  and  regulations  or  that  other¬ 
wise  engage  in  unsound  banking  practices, 
including  removal  of  officers,  negotiation  of  agree¬ 
ments  to  change  existing  banking  practices,  and 
issuance  of  cease  and  desist  orders;  and 

•  Issue  rules  and  regulations  concerning  banking 
practices  and  governing  bank  lending  and 
investment  practices  and  corporate  structure. 

The  OCC  divides  the  United  States  into  six  geographi¬ 
cal  districts,  with  each  headed  by  a  deputy  comptroller. 

The  OCC  is  funded  through  assessments  on  the 
assets  of  national  banks,  and  federal  branches  and 
agencies.  Under  the  International  Banking  Act  of 
1978,  the  OCC  regulates  federal  branches  and  agen¬ 
cies  of  foreign  banks  in  the  United  States. 


The  Comptroller 

Eugene  A.  Ludwig  took  the  oath  of  office  on  April  5, 
1993,  as  the  27th  Comptroller  of  the  Currency. 

By  statute,  the  Comptroller  serves  a  concurrent  term 
as  director  of  the  Federal  Deposit  Insurance 
Corporation  and  the  Neighborhood  Reinvestment 
Corporation.  The  Comptroller  also  serves  as  a  mem¬ 
ber  of  the  Federal  Financial  Institutions  Examination 
Council. 

Mr.  Ludwig  joined  the  OCC  from  the  law  firm  of 
Covington  and  Burling  in  Washington,  D.C.,  where  he 
became  a  partner  in  1981.  He  specialized  in  intellec¬ 
tual  property  law,  banking,  and  international  trade.  He 
has  written  numerous  articles  on  banking  and  finance 
for  scholarly  journals  and  trade  publications,  and 
served  as  a  guest  lecturer  at  Yale  and  Harvard  law 
schools  and  Georgetown  University’s  International 
Law  Institute. 

Mr.  Ludwig  grew  up  in  York,  Pennsylvania,  where  he 
attended  York  Suburban  High  School.  After  earning  a 
B.A.  magna  cum  laude  from  Haverford  College  in 
Pennsylvania,  he  received  a  Keasbey  scholarship  to 
attend  Oxford  University.  At  Oxford  he  studied  poli¬ 
tics,  philosophy,  and  economics  and  earned  a  B.A. 
and  M.A.  He  also  holds  an  LL.B.  from  Yale  University, 
where  he  served  as  editor  of  the  Yale  Law  Journal  and 
as  chairman  of  Yale  Legislative  Services. 


The  Quarterly  Journal  is  the  journal  of  record  for  the  most  significant  actions  and  policies  of  the  Office  of  the 
Comptroller  of  the  Currency.  It  is  published  four  times  a  year  in  March,  June,  September,  and  December  The 
Quarterly  Journal  includes  policy  statements,  decisions  on  banking  structure,  selected  speeches  and  congres¬ 
sional  testimony,  material  released  in  the  interpretive  letters  series,  statistical  data,  and  other  information  of  inter¬ 
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Condition  and  Performance  of  Commercial  Banks 


Banks  earn  record  $14.6  billion  in 
second  quarter 

The  return  on  equity  was  14.7  percent  in  the  second 
quarter  compared  to  15.4  percent  a  year  ago.  The 
return  on  assets  was  1.24  percent,  a  3-basis-point 
decline  from  the  second  quarter  of  1996. 

The  continued  strength  of  earnings  for  the  banking 
industry  in  large  part  is  due  to  the  sustained  rosy  hue 
of  the  U.S.  economy  over  the  last  four  years.  The 
resilience  of  economic  activity  since  the  1990-91 
recession  has  confounded  analysts,  many  of  whom 
assumed  erroneously  that  business  cycles  have  fairly 
standard  life  spans  and  thus  projected  that  this 
expansion  was  close  to  retirement.  But  business 
cycle  history  does  not  support  the  use  of  such  rules 
of  thumb  as  forecasting  tools — all  cycles  have  their 
own  flavor  and  duration.  And  this  one  is  certainly  a 
departure  from  any  prior  pattern. 

The  growth  of  Gross  Domestic  Product  (GDP)  without 
a  doubt  has  been  robust  over  this  period,  even  in 
these  so-called  “mature”  years  of  the  business  cycle. 
The  growth  rate  of  GDP  in  1997  has  been  well  beyond 
the  rates  in  previous  years,  rather  than  showing  signs 
of  a  slowdown  that  some  expected  at  this  point.  And 
not  surprisingly,  the  growth  in  bank  credit  has  tracked 
this  performance  closely,  with  all  indications  that  the 
third  and  fourth  quarters  of  1997  will  be  more  of  the 
same. 

Gross  domestic  product  — 

(percent  change — year-to-year  SAAR) 

Bank  credit:  domestically  chartered 
commercial  banks  — 

(percent  change — year-to-year  SA) 


The  GDP  (seasonally  adjusted)  grew  4.0  percent  and 
3.5  percent  in  the  first  and  second  quarters  of  1997 
respectively.  Note  in  particular  that: 

•  Personal  consumption  expenditures  grew  1  per¬ 
cent  in  the  second  quarter  compared  to  5.3  per¬ 
cent  in  the  first  quarter.1  Consumer  loan  growth 
for  the  commercial  banking  industry  corre¬ 
spondingly  was  down  -0.8  percent,  following  a 
-0.5  percent  contraction  in  the  first  quarter,  both 
in  stark  contrast  to  the  6.7  percent  growth 
reported  for  1996.  This  slowdown  certainly  was 
welcome  in  light  of  heightened  asset  quality 
concerns.  The  data  for  July,  which  show  a 
growth  rate  of  -0.7  percent,  indicate  that  the  tem¬ 
pering  of  this  activity  for  commercial  banks  may 
extend  into  the  third  quarter  even  as  consumer 
credit  overall  continues  to  rise. 

•  The  growth  in  durable  goods  purchases  was 
-5.4  percent  in  the  second  quarter,  with  a  par¬ 
ticularly  hard  hit  to  expenditures  on  motor  vehi¬ 
cles.  Purchases  for  this  category  declined  by 
more  than  16  percent.  And  correspondingly, 
commercial  bank  activity  in  direct  and  indirect 
auto  lending  decreased  by  3.9  percent.  Durable 
purchases,  however,  are  subject  to  swings  in 
activity  depending  on  weather,  auto  dealer 
incentives,  etc.,  as  well  as  a  certain  degree  of 
lumpiness.  In  light  of  the  overall  health  of  the 
economy,  we  expect  this  activity  will  pick  up 
again  in  the  second  half  of  1997. 

•  Nonresidential  investment  increased  by  15.5 
percent  in  the  second  quarter.  Producer  durable 
purchases  increased  23.8  percent,  largely  on 
the  thrust  of  a  continued  explosion  in  the  growth 
of  expenditures  on  information  processing 
equipment.  And  commensurate  with  this,  com¬ 
mercial  bank  commercial  and  industrial  (C&  I) 
lending  activity  increased  by  1 1 .5  percent  in  the 
second  quarter  and  again  by  9  percent  in  July. 

The  sustained  growth  in  personal  income  over  the  last 
year  provided  a  powerful  stimulus  to  U.S.  economic 
activity.  Personal  income  grew  3.5  percent  from  the 
second  quarter  1996  to  the  second  quarter  199/, 
slightly  above  the  growth  in  prior  periods.  In  addition, 
the  soaring  stock  market  has  given  households  a 


Ijhe  growth  figures  are  annual  rates  using  the  seasonally  adiusi 
ed,  chain-weighted  data 
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boost  in  their  wealth,  which,  while  at  least  in  the  short 
run  not  contributing  significantly  to  consumption, 
should  add  a  layer  of  financial  comfort. 


Real  personal  income 

(percent  change — year-to-year  SAAR) 


Although  the  growth  rate  in  personal  income  is  impor¬ 
tant,  the  fact  that  variance  around  a  3  percent  trend 
has  been  fairly  small  is  of  equal  interest.  This  com¬ 
bined  with  the  continued  low  rate  of  civilian  unem¬ 
ployment  provides  support  to  expectations  that  the 
income  flows  of  prior  periods  will  be  maintained  in  the 
near  future.  The  civilian  unemployment  rate  now  hov¬ 
ers  around  levels  not  seen  since  1973.  As  of  August 
the  rate  was  4.9  percent. 

Civilian  unemployment  rate  — 

(SA,  percent ) 

Average  {Mean}  duration  of  unemployment  -- 

(SA,  weeks) 


One  area  of  concern,  however,  is  high  average  dura¬ 
tion  of  unemployment,  which  in  August  was  15.9 
weeks  These  duration  numbers  have  been  relatively 
qt  throughout  the  1990s  even  as  the  unemployment 
rate  declined  This  reminds  us  that  distributions 
around  Tie  mean  still  exist  and,  commensurate  with 
this  some  households  are  more  stressed  than  the 


aggregate  data  suggest.  This  has  clear  adverse 
implications  for  asset  quality,  particularly  in  the  con¬ 
sumer  markets. 

With  all  the  good  economic  news,  we  should  not  be 
surprised  that  consumer  confidence  remains  histori¬ 
cally  high.  And  our  enthusiasm  is  a  nationwide  event, 
although  residents  in  the  Northeast  and  Mid-Atlantic 
are  registering  a  more  conservative  tone  to  their 
euphoria.  Again,  this  is  further  evidence  that  general¬ 
ly  consumers  see  future  shocks  to  their  basic  finan¬ 
cial  flows  as  low  probability  events. 


Conference  board:  consumer  confidence 

(SA,  1985=100) 


70  75  80  85  90  95 

Source:  Haver  Analytics 

We  are  tiptoeing  ever  so  quietly  toward  the  10-year 
anniversary  of  the  October  1987  Black  Monday  when 
the  Dow  Jones  Industrial  Average  declined  23  per¬ 
cent.  With  excessive  exuberance  on  the  mind,  some 
are  waiting  for  a  “correction”  shoe  to  drop  in  the  stock 
market.  While  we  certainly  do  not  want  to  awaken  the 
sleeping  bear,  a  few  simple  comparisons  between 
conditions  in  1987  and  1997  may  be  warranted  to 
temper  the  rush  to  analogy. 

•  First,  in  the  first  quarter  of  1987  the  price  level 
(minus  food  and  energy)  was  increasing  at  a 
rate  of  3.8  percent.  At  the  end  of  the  third  quar¬ 
ter,  the  inflation  rate  had  increased  to  4.1  per¬ 
cent.  By  contrast,  the  inflation  rate  as  of  the  end 
of  the  first  quarter  of  1997  was  a  rather  benign 
2.5  percent  and  2.4  percent  as  of  July.  So  the 
current  starting  point  is  much  lower  and  the 
direction  of  change  reversed. 

We  also  see  little  underlying  price  pressure  that 
might  translate  into  significant  surges  in  infla¬ 
tion.  Producer  prices  and  commodity  prices 
remain  docile.  The  employment  cost  index,  as  a 
measure  of  labor  costs,  while  increasing  in 
1997,  remains  below  the  increases  registered  in 
1987  and  is  offset  by  significant  gains  in  pro¬ 
ductivity. 
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CPI-G:  all  items  less  food  and  energy 


(percent  change — year-to-year  SA,  1982- ) 


Employment  cost  index:  compensation:  civilian  workers— 

(percent  change — annual  rate  SA,) 

Monfarm  business  sector:  output  per  hour  of  all  persons-  - 


(percent  change — annual  rate) 


Source:  Haver  Analytics 

•  Second,  the  interest  rate  structure  is  vastly  differ¬ 
ent  in  1997  from  the  environment  that  existed  in 
1987.  Interest  rates  increased  throughout  1987 
prior  to  the  October  crash.  For  example,  the  30- 
year  Treasury  bond  rate  rose  from  7.5  percent  to 
9  percent  over  the  year.  By  contrast,  interest 
rates  in  1997  have  been  declining.  After  hitting  a 
high  note  in  April  of  7  percent,  the  rate  on  the  30- 
year  Treasury  bond  decreased  20  basis  points 
as  of  July.  And  the  lack  of  price  pressure  certain¬ 
ly  will  contribute  to  a  lower  interest  rate  profile. 

30-year  treasury  bond  yield  at  constant  maturity — 

(percent — p.a.) 

1-Year  treasury  bill  yield  at  constant  maturity  --- 

(percent— p.a.)  [tt^ 


•  And  finally,  the  value  of  the  dollar  in  1987  was 
falling,  whereas  today  the  dollar  is  quite  strong. 
Thus,  with  expectation  of  continued  health  of  the 
U.S.  economy  and  stable  relative  interest  rate 
environment,  the  financial  markets  should  not 
be  seriously  threatened  by  large  capital  out¬ 
flows  to  foreign  markets. 

Trade-weighted  exchange  value  of  G.S.  $  vs. 

G-10  countries 

(FRB) 


Commercial  Bank  Activity 

Bank  credit.  Commercial  bank  credit  grew  at  an 
annual  rate  of  8  percent  in  the  second  quarter  1997, 
compared  to  7.8  percent  for  the  first  quarter  and  2.6 
percent  for  the  second  quarter  of  1996.  Credit  growth 
in  July  was  10.1  percent.  With  the  continued  expan¬ 
sion  of  the  U.S.  economy,  we  should  expect  bankers 
to  maintain  this  aggressive  growth  strategy  through¬ 
out  the  second  half  of  1997. 


Bank  credit:  domestically  chartered  commercial  banks 

(percent  change — annual  rate  SA,) 


Source:  Haver  Analytics 


Loans  and  leases  for  commercial  banks  grew  10  2 
percent  in  second  quarter,  an  increase  from  7  5  per¬ 
cent  growth  in  first  quarter  and  an  increase  from  the 
4.7  percent  reported  for  the  second  quarter  1996  The 
early  data  for  July  show  an  increase  of  7  2  percent, 
suggesting  sustained  growth  in  the  third  quartoi 
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Loans,  leases:  banks  credit:  domestically  chartered 
commercial  banks 

(percent  change — annual  rate) 


Overall  loan  quality  for  commercial  banks  remains  high. 
The  percent  of  noncurrent  loans  and  leases  as  a  percent 
of  total  loans  and  leases  in  the  second  quarter  was  1  per¬ 
cent,  a  decrease  of  5  basis  points  from  the  first  quarter 
and  12  basis  points  from  the  second  quarter  a  year  ago. 


Total  noncurrent  loans 

(commercial  banks)  % 


Source:  IBIS 

Data  for  1997  is  for  second  quarter 

C&l  loans.  With  the  boom  in  nonresidential  investment, 
C&l  loans  grew  1 1 .5  percent  in  the  second  quarter,  up 
from  6.8  percent  in  first  quarter  and  5.5  percent  in  sec¬ 
ond  quarter  1996.  The  growth  rate  in  July  of  9  percent 
suggests  a  continuation  of  that  theme  in  the  context  of 
stable  asset  quality  for  this  component. 

Fixed  private  nonresidential  investment  — 

(percent  change — annual  rate  SAAR) 

C  &  I  loans  in  bank  credit:  domestically  chartered 
commercial  banks  — 

—  (percent  change — annual  rate) 


The  real  estate  sector  has  shown  impressive  resilience 
in  1997.  In  part,  this  results  from  the  continued  growth 
in  household  income  and  wealth  and  surprisingly  stable 
labor  markets,  which  provide  the  financial  resources 
and  the  expectations  of  their  continued  flow. 

One  summary  measure  of  the  ability-to-pay  is  the  hous¬ 
ing  affordability  index,  which  compares  median  income 
to  median  prices.2  The  current  index  indicates  that  fam¬ 
ilies  earning  the  median  income  have  125  percent  of 
the  income  required  to  purchase  the  median-priced 
home.  While  this  index  has  varied  a  bit  over  the  last  four 
years,  the  general  trend  must  be  soothing  to  those  par¬ 
ticipating  in  real  estate  markets.  As  expected,  this 
index — at  least  in  the  1980s  and  1990s — shows  a 
strong  correlation  with  the  housing  sales,  in  this  partic¬ 
ular  case,  sales  of  single-family  homes. 

Composite  housing  affordability  index  — 

(median  income=qualifying  income=100) 

Existing  1 -family  home  sales:  United  States  — 

(SAAR,  thousand)  rr^i 


Real  estate  lending.  Correspondingly,  commercial  bank 
real  estate  lending  grew  13.4  percent  in  second  quarter, 
an  increase  from  8.3  percent  in  the  first  quarter  and  4.5 
percent  for  the  second  quarter  of  1996.  Although  the 
growth  rate  (seasonally  adjusted)  declined  in  July,  with 
the  new  tax  changes  this  activity  may  see  renewed  vigor. 

Real  estate  loans:  domestically  chartered 
commercial  banks 

(percent  change — annual  rate  SA,) 


Source:  Haver  Analytics 


^The  housing  affordability  index  is  the  ratio  of  median  family 
income  to  the  income  needed  to  purchase  the  median-priced 
home  based  on  current  interest  rates  and  underwriting  standards 
The  indices  (U  S  and  regional)  are  compiled  by  the  National 
Association  of  Realtors 
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Overall  asset  quality  in  the  real  estate  portfolio  for 
commercial  banks  remains  high.  The  noncurrent  loan 
ratio  increased  5  basis  points  from  the  first  to  the  sec¬ 
ond  quarter  1997,  but  is  12  basis  points  lower  than  a 
year  ago.  The  nonperforming  loan  ratio  for  all  real 
estate  categories  declined  relative  to  a  year  ago  with 
the  exception  of  1-4  family  residential  mortgages, 
which  increased  a  mere  1  basis  point. 

Consumer  lending.  Commercial  banks  registered  fur¬ 
ther  declines  in  consumer  lending  in  the  second 
quarter,  -0.8  percent  compared  to  -0.05  percent  in 
the  first  quarter  and  5  percent  growth  in  the  second 
quarter  1996.  This  slowdown  in  consumer  lending 
continued  in  July  with  commercial  banks  reporting  a 
growth  rate  of  -0.7  percent. 

Personal  consumption  expenditures  — 

(percent  change — annual  rate  SAAR,) 

Consumer  loans:  domestically  chartered 
commercial  banks  — 

i — ;  (percent  change — annual  rate  SA,)  1-  -  J 


The  second  quarter  was  peppered  by  reports  of  the 
tightening  of  commercial  banks’  underwriting  stan¬ 
dards  in  this  market,  as  the  asset  quality  of  these  loans 
soured.  At  the  same  time,  however,  the  noncurrent 
loan  ratio  for  all  consumer  loans  of  1.34  percent  rep¬ 
resented  a  decline  of  2  basis  points  from  the  first  quar¬ 
ter,  but  still  12  basis  points  above  the  ratio  reported  a 
year  ago.  The  noncurrent  ratio  for  bank  credit  card 
loans  decreased  6  basis  points  from  the  first  quarter 
and  the  ratio  for  installment  loans  remained  the  same. 


Consumer  loans  to  noncurrent 

(commercial  banks)  o/Q 


Source  IBIS 

Data  lor  1997  in  lor  second  quader 


The  percent  of  consumer  loans  charged  off  in  the  sec¬ 
ond  quarter  rose  to  2.68  percent  from  2.59  percent  in 
the  first  quarter.  Net  charge-offs  for  bank  credit  card 
loans  increased  to  5.22  percent  from  4.93  percent, 
while  for  installment  loans  rate  declined  from  1  percent 
to  0.95  percent. 


Consumer  loans  to  net  charge-offs 

(commercial  banks) 


Source:  IBIS 

Data  for  1997  is  for  second  quader. 


Total  debt  service  payments  as  a  percent  of  disposable 
income  (including  mortgage  and  consumer  debt  pay¬ 
ments)  remained  at  1 7. 1  percent  through  the  end  of  the 
first  quarter.  This  compares  to  16.8  percent  a  year  ago. 
Much  of  the  thrust  to  debt  service  obligations  over  the 
last  several  years  has  been  provided  by  consumer 
debt.  Consumer  debt  service  requirements  now  repre¬ 
sent  an  11.3  percent  of  disposable  income,  which  is 
comparable  to  the  relatively  high  share  reported  in  the 
1960s  and  early  1970s. 

Total  debt  service  payments  as  percent  of 
disposable  personal  income  — 

(percent ) 

Consumer  debt  service  payments  as  percent  of 
disposable  personal  income  — 

(percent) 


The  growth  in  consumer  debt  in  part  is  fostered  by  the 
relatively  low  interest  rate  on  personal  loans.  The  rate  on 
a  24-month  personal  loan  was  13.8  percent  as  of  the 
second  quarter  of  1997,  a  far  cry  from  the  18.9  percent 
reported  in  the  second  quarter  of  1982  when  consumer 
debt  service  obligations  were  considerably  lower 


Expectations  also  very  likely  play  a  major  role  m  the 
willingness  of  consumers  to  incur  debt  Historicallv 
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when  the  unemployment  rate  is  declining,  which  for 
the  individual  translates  into  a  decreasing  probability 
of  losing  one's  job,  the  income  share  of  consumer 
debt  service  payments  is  increasing  and  vice  versa. 

Consumer  debt  service  payments  as  percent  of 
disposable  personal  income  — 

(percent ) 

Commercial  bank  interest  rates:  24-month 
personal  loans  — 

_  (MSA,  percent)  f-  -  - 


Consumer  debt  service  payments  as  percent  of 
disposable  personal  income  — 

(percent ) 

Civilian  unemployment  rate  --- 

(SA,  percent )  _ 


Thus,  as  long  as  the  positive  trends  are  maintained 
and  interest  rates  stay  relatively  low,  the  consumer 
has  no  motive  to  reevaluate  his  or  her  position  and 
possibly  reduce  debt  levels.  Any  adjustments  to  the 
volume  of  consumer  debt  is  likely  to  be  a  supply  reac¬ 
tion  to  asset  quality  problems,  not  a  demand  reaction. 

Off-balance-sheet  activity.  Off-balance-sheet  activity 
for  commercial  banks  continues  to  expand  significant¬ 
ly  reaching  $23.3  trillion  (notional  value)  in  the  second 
quarter,  a  $4  3  trillion  growth  over  the  last  year. 

•  The  largest  component— $9  trillion — was 
attributed  to  futures  and  forward  contracts, 
with  over  half  of  this  in  foreign  exchange  con¬ 
tracts  This  component  has  grown  by  over  $1 
trillion  since  the  second  quarter  of  1996. 

•  As  a  close  second,  swap  activity  for  commercial 


banks  was  $8.7  trillion  in  notional  value,  largely 
interest  rate  contracts.  Over  the  last  year,  swaps 
increased  by  over  $2  billion,  virtually  all  interest 
rate  contracts. 

•  Commercial  banks  reported  $5.4  trillion  in  option 
contracts,  an  increase  of  over  $1.2  trillion  from  a 
year  ago. 

Liability.  On  the  liability  side,  from  1993  to  late  1995, 
commercial  banks  increased  their  reliance  on  bor¬ 
rowings  as  their  source  of  funds.  Borrowed  funds  on 
a  year-to-year  basis  increased  19  percent  in  1994 
and  again  in  1995,  whereas  deposits  increased  0.5 
percent  and  2.7  percent  respectively.  Now,  beginning 
in  1996  we  have  seen  a  decided  move  back  to 
deposit  funding.  This  has  continued  into  1997,  with  a 
5.7  percent  increase  in  deposits  in  the  second  quar¬ 
ter  compared  to  a  year  ago  and  6.1  percent  in  July. 
Borrowings,  by  contrast,  increased  6.5  percent  from 
the  second  quarter  of  1996  to  1997  and  3.7  percent 
in  July. 

Borrowings:  domestically  chartered  commercial  banks— 

(percent  change — year-to-year  SA,) 

Deposits:  domestically  chartered  commercial  banks  -- 

(percent  change — year-to-year  SA,) 


Return  on  equity.  Commercial  banks  reported  a 
decline  in  their  return  on  equity  (ROE)  of  39  points 
from  the  first  quarter  of  1997  to  14.7  percent  in  the 
second.  While  net  interest  income  as  a  percent  of 
assets  increased  by  6  basis  points,  this  was  offset  by 
a  5-basis-point  increase  in  loss  provisioning. 
Noninterest  income  as  a  percent  of  assets  stayed 
constant  at  2.14  percent  and  noninterest  expense 
increased  by  1  basis  point. 

Loss  provisioning  and  loss  reserves.  Loss  provision¬ 
ing  to  total  loans  and  leases  increased  in  the  second 
quarter  to  0.7  percent  from  0.61  percent  in  the  first 
quarter  and  net  charge-offs  increased  to  0.62  percent 
from  0.58  percent.  Loss  reserves  now  represent 
190.54  percent  of  noncurrent  loans. 

Much  of  the  analytical  focus  in  the  first  half  of  1997 
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Return  on  equity 

(commercial  banks)  % 


Source:  IBIS 

Data  tor  1997  is  for  second  quarter. 


Provisions  and  net  charge-offs  to  loans 

(commercial  banks)  0/ 


Source:  IBIS 

Data  for  1997  is  for  second  quarter 


was  on  the  performance  of  consumer  credit.  This  is 
a  market  that  is  quickly  reaching  maturity,  as  the 
quality  of  loans  at  the  margin  deteriorates  and  the 
returns  shrink.  As  competition  and  problem  loans 
increase,  the  median  ROE  for  credit  card  banks 
(constituting  50  percent  or  more  of  total  loans  to 
assets  and  50  percent  or  more  of  credit  card  loans  to 
total  loans)  has  declined  from  25.6  percent  in  1993  to 
10.3  percent  as  of  the  second  quarter  1997.  The 
risks  remain  high  in  this  market,  as  the  high  debt 
obligations  certainly  increase  the  sensitivity  to  even 
slight  tremors  in  financial  flows  and  as  competition 
for  shelf  space  intensifies. 

% 

30 

25 
20 
15 
10 
5 

Source  IBIS 

Data  tor  1997  is  lor  second  quarter 


Median  ROE 

(commercial  banks) 


National  Bank  Performance 

The  ROE  for  national  banks  was  15.3  percent  for  the 
second  quarter,  a  decrease  of  56  basis  points  from  a 
year  ago  and  37  basis  points  from  the  first  quarter.  Of 
the  2,656  national  banks,  4.3  percent  were  unprof¬ 
itable  in  the  first  and  second  quarters  of  1997. 

The  year-to-year  decline  in  ROE  in  the  second  quar¬ 
ter  was  reported  for  all  size  groups  except  for  those 
in  the  middle  range  with  assets  between  $100  million 
and  $1  billion.  More  specifically: 

•  Banks  with  less  than  $100  million  in  assets 
reported  an  ROE  of  11.8  percent  compared  to 
12.1  percent  a  year  ago.  Loss  provisioning  as  a 
percent  of  loans  and  leases  increased  for  this 
group  by  8  basis  points  and  charge-offs  by  3 
basis  points,  even  as  asset  quality  improved. 

The  most  distinctive  development  for  these 
smaller  institutions,  as  we  have  noted  in  previ¬ 
ous  reports,  continues  to  be  the  increase  in  non¬ 
interest  expense  as  a  percent  of  operating 
income — 68.8  percent  in  the  second  quarter 
compared  to  67.5  percent  a  year  ago.  The  cost 
of  operation  for  all  other  size  groups  has  been 
decreasing  steadily. 

•  Banks  with  assets  greater  than  $1  billion  but  less 
than  $10  billion  also  reported  a  significant  decline 
in  ROE  from  15.9  percent  in  the  second  quarter  of 
1996  to  13.1  percent  in  the  second  quarter  of 
1997.  Here  the  culprit  was  asset  quality. 

The  ratio  of  noncurrent  loans  to  total  loans 
increased  from  0.96  percent  to  1.05  percent, 
while  the  ratio  in  all  other  size  categories 
declined.  The  problems  were  reported  in  two 
major  areas:  1-4  family  residential  mortgages 
and  consumer  loans.  The  noncurrent  ratio  for  the 

I- 4  family  mortgage  loans  increased  35  basis 
points  for  the  year.  And  the  ratio  for  consumer 
loans  increased  27  basis  points,  with  a  34-basis- 
point  spurt  in  noncurrent  credit  card  loans  and 

I I - basis-point  growth  in  installment  loans. 

With  this  deterioration  in  asset  quality,  these 
banks  reported  an  increase  in  loss  provisioning 
as  a  percent  of  loans  and  leases  of  62  basis 
points  and  net  charge-offs  of  31  basis  points 
over  the  last  year.  Credit  card  loans  charged  off 
jumped  to  5.7  percent  from  4.5  percent  in  the 
second  quarter  of  last  year  and  installment 
loans  to  0.87  percent  from  0.7  percent. 

Clearly,  reference  to  the  bank  returns  in  the  absem  e 
of  a  discussion  of  risk  is  at  best  one-sided  and,  in 
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light  of  recent  research,  may  be  terribly  misleading.3 
We  logically  would  expect  that  commercial  banks 
achieve  high  gross  returns  generally  by  incurring 
some  additional  risks — that  pure  arbitrage  opportuni¬ 
ties  in  these  markets  of  any  magnitude  are  unlikely 
and  a  risk/net  return  trade-off  is  the  norm.  And  we 
would  anticipate  that  the  risks  associated  with  loans 
and  positions  taken  at  any  point  by  a  particular  bank 
will  vary  over  time  as  economic  and  financial  condi¬ 
tions  change  their  underlying  values. 

The  research  under  way  in  the  OCC  provides  both  a 
theoretical  structure  and,  using  a  time  varying  coeffi¬ 
cient  model,  an  estimate  of  the  risks  across  time  and 
thus  economic  environments.  This  approach  also  per¬ 
mits  a  disaggregation  of  the  estimation  of  “whole 
bank  risk"  into  components. 

Two  major  risk  components  addressed  here  are 
"financial  risk,”  which  is  associated  with  debt  (lever¬ 
age)  financing,  and  “business  risk,”  which  is  attrib¬ 
uted  to  the  changes  in  economic  and  market  condi¬ 
tions.  Whole  bank  risk  then  can  be  estimated  using 
two  approaches: 

(1)  the  combined  effect  of  financial  and  business 
risks,  allowing  for  the  covariance  between  the 
two,  and 

(2)  the  standard  deviation  of  the  first  difference  in 
whole  bank  return  (ROE) 

The  results,  for  all  national  banks  with  positive  net 
income  and  positive  taxes,  show  a  decided  increase 
in  the  financial  risks  in  1988-90  with  a  corresponding 
decrease  in  whole  bank  return. 


Table  1 — Estimates  of  whole  bank  risks  and 
their  components 
(1984  through  second  quarter  1997) 


Variable 

1984-87 

1988-90 

1991-93 

1994-97 

Return  on  equity  (ROE) 

18.9% 

1 5.5% 

18.2% 

17.6% 

Financial  risk 

3.6 

11.3 

2.2 

1.0 

Business  risk 

2.5 

2.0 

1.7 

1  1 

Whole  bank  risk  1 

1.5 

10.3 

1.2 

0.6 

Whole  bank  risk  II 

0.7 

11.2 

1.2 

1.0 

JPAVB  Swamy,  Thomas  Lutton,  and  Rosemarie  Foley, 
Measurement  of  Whole  Bank  Risks  and  Their  Components,”  OCC, 
unpublished  paper  1997  This  research  uses  a  nonlinear  relation- 
snip  between  bank  return  and  market  values  of  key  variables  to 
construct  measures  of  whole  bank  risk  and  its  components.  See 
h  .o  PAVB  Swamy  and  PA  Tinsley,  "Linear  Prediction  and 
Estimation  Methods  for  Regression  Models  with  Stationary 
T.foen;i-,tic  Coefficients  Journal  of  Econometrics,  12,  103-142 


Note:  ROE  is  the  measure  of  whole  bank  return  on  equity  Financial 
risk  is  the  risk  associated  with  debt  financing.  Business  risk 
is  the  risk  associated  with  the  business  cycle  without  the 
influence  of  debt  financing. 

Whole  bank  risk  I  is  the  standard  deviation  of  the  market- 
based  ROE  and  whole  bank  risk  II  is  the  standard  deviation 
of  the  change  in  ROE. 

These  results  are  for  national  banks  in  this  category  and  do  not 
reflect  the  position  of  individual  banks  or  holding  companies. 

This  is  consistent  with  the  increase  in  the  interest  rate 
risk  in  this  period,  as  the  cost  of  liabilities  increased  rel¬ 
ative  to  the  expected  return  on  investments,  both 
roughly  measured  by  the  median  cost  of  funds  and 
long-term  Treasury  composite.  As  the  relative  costs 
changed  in  the  1990s,  the  financial  risks  receded. 
Whole  bank  risk  for  this  group  of  banks  using  either 
measure  increased  as  well  in  the  1988-90  period  and 
then  declined  in  subsequent  periods.  This  technique 
should  suggest  as  well  an  evaluation  of  expected  bank 
condition  under  future  economic  scenarios.  We  will 
report  on  these  results  and  the  associated  distributions 
of  banks  around  the  mean  in  future  presentations. 


National  median  cost  of  funds  ratio  to  SAIF- — 
insured  institutions 

(percent ) 

Long-term  treasury  composite,  over  10  years  — 

(percent  p.a.) 

3  EZD 


Share  of  population  by  composite  ratings 

(national  banks) 

% 


Source  IBIS 

Data  tor  1997  19  for  9 ocond  qurtrlpt 
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As  an  alternative  measure  of  the  health  of  the  nation¬ 
al  banking  industry,  we  can  look  to  the  historical 
trends  in  examination  ratings,  which  reflect  the  over¬ 
all  condition  of  the  institutions.  Using  this  measure, 
the  condition  of  the  national  banking  industry  has 
improved  significantly  since  the  1990-91  recession. 


As  of  the  second  quarter,  0.8  percent  of  the  national 
banking  population  had  a  CAMEL  rating  of  4  or  5  and 
2.6  percent  had  a  CAMEL  rating  of  3.  This  compares 
to  9.2  percent  and  14.8  percent,  respectively,  at  the 
beginning  of  the  1990s.  As  a  percent  of  assets,  these 
shares  are  0.06  percent  and  0.6  percent. 
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Key  indicators,  FDIC-insured  national  banks 

Annual  1993-1996,  year-to-date  through  June  30,  1997,  second  quarter  1996,  and  second  quarter  1997 

(Dollar  figures  in  millions) 


1993 

1994 

1995 

1996 

Preliminary 

1997YTD 

1996Q2 

Preliminary 

1997Q2 

Number  of  institutions  reporting . 

3,304 

3,075 

2,858 

2,726 

2,656 

2,763 

2,656 

Total  employees  (FTEs)  . 

868,305 

851,311 

840,699 

850,737 

886,167 

869,818 

886,167 

Selected  Income  Data  ($) 

Net  income  . 

$25,553 

$26,803 

$28,584 

$30,504 

$17,405 

$7,993 

$8,783 

Net  interest  income  . 

80,141 

83,958 

87,080 

94,565 

51,372 

24,029 

25,932 

Provision  for  loan  losses  . 

9,158 

5,500 

6,335 

9,593 

5,904 

2,233 

3,167 

Noninterest  income  . 

45,342 

45,906 

51,079 

56,102 

30,606 

14,717 

15,504 

Noninterest  expense  . 

82,199 

83,941 

87,591 

93,691 

49,330 

23,928 

24,810 

Net  operating  income  . 

22,742 

27,027 

28,541 

30,102 

17,099 

7,950 

8,629 

Cash  dividends  declared . 

13,278 

17,669 

20,516 

25,279 

11,518 

5,323 

6,054 

Net  charge-offs  to  loan  and  lease  reserve  . 

10,053 

5,994 

6,459 

9,968 

5,709 

2,278 

2,966 

Selected  Condition  Data  ($) 

Total  assets . 

2,100,548 

2,256,008 

2,401,017 

2,528,062 

2,688,044 

2,538,673 

2,688,044 

Total  loans  and  leases . 

1,269,271 

1,382,855 

1,522,677 

1,641,464 

1,746,593 

1,629,381 

1,746,593 

Reserve  for  losses . 

31,520 

30,990 

31,142 

31,986 

33,950 

32,566 

33,950 

Securities  . 

436,703 

414,264 

390,549 

380,615 

408,303 

399,793 

408,303 

Other  real  estate  owned  . 

10,229 

5,709 

3,396 

2,764 

2,452 

3,040 

2,452 

Noncurrent  loans  and  leases . 

26,310 

17,852 

17,595 

17,221 

17,242 

17,936 

17,242 

Total  deposits  . 

1,576,725 

1,630,171 

1,695,817 

1,801,043 

1,879,324 

1,795,126 

1,879,324 

Domestic  deposits . 

1,364,048 

1,350,658 

1,406,312 

1,525,565 

1,580,933 

1,489,212 

1,580,933 

Equity  capital  . 

164,660 

172,655 

189,714 

207,172 

232,481 

207,790 

232,481 

Off-balance-sheet  derivatives  . 

5,434,701 

7,570,283 

7,914,818 

7,488,663 

7,900,457 

9,457,497 

7,900,457 

Performance  Ratios  (annualized  %) 

Return  on  equity  . 

16.41 

15.99 

15.76 

15.28 

15.46 

15.83 

15.27 

Return  on  assets . 

1.26 

1.24 

1.24 

1.25 

1.31 

1.28 

1.32 

Net  interest  income  to  assets . 

3.95 

3.87 

3.78 

3.88 

3.87 

3.88 

3.91 

Loss  provision  to  assets  . 

0.45 

0.25 

0.27 

0.39 

0.44 

0.36 

0.47 

Net  operating  income  to  assets . 

1.12 

1.25 

1.24 

1.24 

1.29 

1.28 

1.29 

Noninterest  income  to  assets . 

2.23 

2.12 

2.22 

2.30 

2.31 

2.36 

2.32 

Noninterest  expense  to  assets . 

4.05 

3.87 

3.80 

3.85 

3.72 

3.84 

3.72 

Loss  provision  to  loans  and  leases  . 

0.75 

0.42 

0.44 

0.61 

0.69 

0.56 

0.73 

Net  charge-offs  to  loans  and  leases  .... 

0.82 

0.46 

0.45 

0.63 

0.66 

0.57 

0.69 

Loss  Provision  to  net  charge-offs  .... 

91.10 

91.75 

98.09 

96.24 

103.43 

98.01 

106.79 

Performance  Ratios  (%) 

Percent  of  institutions  unprofitable  .... 

5.08 

4.13 

3.32 

4.77 

4.10 

4.20 

4.29 

Percent  of  institutions  with  earnings  gains  . 

67.86 

52.59 

66.83 

67.94 

64.50 

69.92 

63.89 

Nomnt  income  to  net  operating  revenue  .  . 

36.13 

35.35 

36.97 

37.24 

37.33 

37.98 

37.42 

Nonmt.  expense  to  net  operating  revenue  . 

65.51 

64.64 

63.40 

62.18 

60.17 

61.76 

59.87 

Condition  Ratios  (%) 

Nonperforming  assets  to  assets  . 

1.76 

1.05 

0.88 

0.80 

0.74 

0.84 

0.74 

Noncurrent  loans  to  loans  ... 

2.07 

1.29 

1.16 

1.05 

0.99 

1.10 

0.99 

Loss  reserve  to  noncurrent  loans 

119.80 

173.59 

176.99 

185.74 

196.90 

181.56 

196.90 

Loss  reserve  to  loans . 

2.48 

2.24 

2.05 

1.95 

1.94 

2.00 

1.94 

Equity  capital  to  assets  . 

7  84 

7.65 

7.90 

8.19 

8.65 

8.18 

8.65 

Leverage  ratio  . 

7.37 

7.39 

7.31 

7.40 

7.61 

7.36 

7.61 

Risk-based  capital  ratio . 

12.48 

12.47 

12.09 

11.97 

12.07 

12.08 

12.07 

f  Jet  loans  and  leases  to  assets  . 

58.93 

59.92 

62.12 

63  66 

63.71 

62.90 

63.71 

Securities  to  assets . 

20.79 

18.36 

16.27 

15.06 

15.19 

15  75 

15.19 

Appreciation  in  securities  (%  of  par)  . 

1.38 

-3.84 

0.86 

0.50 

052 

0  66 

0.52 

Residential  mortgage  assets  to  assets  .... 

21.41 

20.43 

20.13 

19.81 

19.91 

20.35 

19.91 

Total  deposits  to  assets . 

7506 

72.26 

70.63 

71.24 

69.91 

70  71 

6991 

Core  deposits  to  assets 

59  87 

55.16 

53.28 

54  08 

5265 

5294 

52  65 

Volatile  liabilities  to  assets 

28.12 

29  90 

30.29 

29  83 

30.84 

30  66 

30  84 

10  Quarterly  Journal,  Vol.  16,  No.  3,  September  1997 


Loan  performance,  FDIC-insured  national  banks 

Annual  1993-1996,  year-to-date  through  June  30,  1997,  second  quarter  1996,  and  second  quarter  1997 

(Dollar  figures  in  millions) 


Percent  of  Loans  Past  Due  30-89  Days 

Total  loans  and  leases . 

Loans  secured  by  real  estate  (RE)  . 
1-4  family  residential  mortgages  . 

Home  equity  loans  . 

Multifamily  residential  mortgage  . 

Commercial  RE  loans  . 

Construction  RE  loans . 

Commercial  and  industrial  loans*  .  . 

Loans  to  individuals  . 

Credit  cards  . 

Installment  loans . 

All  other  loans  and  leases  . 

Percent  of  Loans  Noncurrent 

Total  loans  and  leases . 

Loans  secured  by  real  estate  (RE)  . 
1-4  family  residential  mortgages  . 

Home  equity  loans  . 

Multifamily  residential  mortgages 

Commercial  RE  loans  . 

Construction  RE  loans . 

Commercial  and  industrial  loans*  .  . 

Loans  to  individuals  . 

Credit  cards  . 

Installment  loans . 

All  other  loans  and  leases  . 

Percent  of  Loans  Charged-Off,  Net 

Total  loans  and  leases . 

Loans  secured  by  real  estate  (RE)  . 
1-4  family  residential  mortgages  . 

Home  equity  loans  . 

Multifamily  residential  mortgages 

Commercial  RE  loans  . 

Construction  RE  loans . 

Commercial  and  industrial  loans*  .  . 

Loans  to  individuals  . 

Credit  cards  . 

Installment  loans  . 

All  other  loans  and  leases  . 

Loans  Outstanding  ($) 

Total  loans  and  leases . 

Loans  secured  by  real  estate  (RE)  . 
1-4  family  residential  mortgages  . 

Home  equity  loans  . 

Multifamily  residential  mortgages 

Commercial  RE  loans  . 

Construction  RE  loans . 

Farmland  loans . 

RE  loans  from  foreign  offices  .  .  . 
Commercial  and  industrial  loans  .  .  . 

Loans  to  individuals  . 

Credit  cards  . 

Installment  loans . 

All  other  loans  and  leases  . 

Less:  Unearned  income  . 


1 993  1 994 


1.30 

1.14 

1.56 

1.28 

1.39 

1.28 

0.86 

0.87 

1.93 

1.45 

1.84 

1.26 

2.39 

1.67 

0.83 

0.76 

1.94 

1.77 

2.62 

2.08 

1.56 

1.59 

0.35 

0.34 

1995  1996 


1.26 

1.39 

1.38 

1.45 

1.44 

1.63 

1.19 

1.04 

1.15 

1.28 

1.26 

1.25 

1.42 

1.63 

0.77 

0.89 

2.16 

2.46 

2.35 

2.70 

2.04 

2.26 

0.40 

0.41 

1996Q2 


Preliminary 

1997Q2 


1.23 

1.28 

1.39 

0.87 

1.02 

1.08 

1.71 

0.87 

2.06 

2.35 

1.88 

0.48 


1.21 

1.21 

1.50 

0.87 

0.78 

0.82 

1.17 

0.81 

2.20 

2.40 

2.04 

0.43 


2.07 

3.01 

1.32 
0.65 

3.33 
4.53 

10.49 

1.77 

1.15 

1.38 

1.02 

0.97 


0.82 

0.69 

0.19 

0.29 

1.03 

0.91 

3.21 

0.55 

1.70 

3.58 

0.70 

0.94 


$1,269,271 

526,941 

256,739 

44,390 

16,231 

144,827 

37,063 

7,601 

20,091 

343,916 

249,611 

89,506 

160,105 

152,217 

3,415 


1.29 

1.83 

0.96 

0.56 

3.19 

2.81 

4.93 

1.04 

1.01 

1.09 

0.97 

0.47 


0.46 

0.29 

0.14 

0.25 

0.39 

0.47 

0.82 

0.16 

1.49 

3.06 

0.59 

-0.15 


$1,382,855 

562,005 

282,000 

46,044 

17,081 

151,514 

33,571 

8,310 

23,484 

370,094 

291,799 

111,109 

180,690 

162,135 

3,178 


1.16 

1.46 

0.90 

0.52 

2.21 

2.18 

3.17 
1.06 

1.18 
1.34 
1.06 
0.32 


0.45 

0.13 

0.10 

0.23 

0.20 

0.18 

-0.01 

0.10 

1.80 

3.39 

0.76 

-0.14 


$1,522,677 

610,405 

317,521 

48,836 

18,161 

157,638 

34,736 

8,734 

24,779 

405,630 

320,009 

131,214 

188,796 

189,490 

2,857 


1.05 

1.27 

1.10 

0.47 

1.47 

1.71 

1.31 

0.87 

1.34 

1.70 

1.04 

0.25 


0.63 

0.09 

0.08 

0.24 

0.09 

0.02 

0.16 

0.22 

2.45 

4.25 

1.04 

0.17 


$1,641,464 

646,561 

329,031 

55,022 

20,480 

170,350 

38,839 

9,046 

23,794 

425,159 

356,067 

161,091 

194,976 

216,192 

2,515 


Preliminary 
1 997YTD 


1.21 

1.21 

1.50 

0.87 

0.78 

0.82 

1.17 

0.81 

2.20 

2.40 

2.04 

0.43 


0.99 

1.12 

1.00 

0.42 

1.14 

1.46 

0.99 

0.88 

1.31 

1.74 

0.97 

0.28 


0.66 

0.04 

0.08 

0.19 

0.01 

-0.05 

-0.10 

0.20 

2.77 

4.86 

1.11 

0.05 


$1,746,593 

693,501 

349,266 

62,389 

22,366 

181,327 

44,093 

9,616 

24,442 

465,255 

363,851 

159,695 

204,156 

226,619 

2,634 


1.10 

1.41 

0.94 

0.46 

1.79 

2.13 

2.58 

0.96 

1.15 

1.44 

0.95 

0.35 


0.57 

0.10 

0.08 

0.25 

0.03 

0.07 

0.19 

0.24 

2.22 

4.22 

0.90 

0.07 


$1,629,381 

651,453 

336,492 

54,288 

20,664 

168,354 

37,281 

8,989 

25,385 

434,840 

335,881 

134,243 

201,639 

210,034 

2,827 


0.99 

1.12 

1.00 

0.42 

1.14 

1.46 

0.99 

0.88 

1.31 

1.74 

0.97 

0.28 


0.69 

0.05 

0.09 

0.19 

-0.07 

-0.03 

-0.10 

0.21 

2.85 

5.14 

1.06 

0.09 


$1,746,593 

693,501 

349,266 

62,389 

22,366 

181,327 

44,093 

9,616 

24,442 

465,255 

363.851 

159,695 

204,156 

226,619 

2,634 


'Includes  "All  other  loans”  for  institutions  under  $1  billion  in  asset  size. 


Quarterly  Journal,  Vol.  16,  Mo.  3,  September  1^97  1 1 


Key  indicators,  FDIC-insured  national  banks  by  asset  size 
Second  quarter  1996  and  second  quarter  1997 

(Dollar  figures  in  millions) 


Less  than  $100M 

1996Q2  1997Q2 

$1 00M  to  $1 B 

1996Q2  1997Q2 

$1B  to  $10B 
1996Q2  1997Q2 

Greater  than  $10B 

1 996Q2  1 997Q2 

Number  of  institutions  reporting . 

1,525 

1,427 

1,024 

1,036 

167 

151 

47 

42 

Total  employees  (FTEs)  . 

40,308 

37,018 

119,001 

116,087 

202,931 

161,410 

507,578 

571,652 

Selected  Income  Data  ($) 

Net  income  . 

$232 

$217 

$862 

$938 

$1,878 

$1,491 

$5,021 

$6,137 

Net  interest  income  . 

815 

763 

2,818 

2,903 

5,905 

5,291 

14,490 

16,975 

Provision  for  loan  losses  . 

34 

41 

207 

209 

871 

1,285 

1,121 

1,632 

Noninterest  income  . 

332 

358 

1,141 

1,239 

3,184 

2,855 

10,060 

11,052 

Noninterest  expense  . 

774 

771 

2,460 

2,543 

5,308 

4,533 

15,385 

16,962 

Net  operating  income  . 

232 

217 

861 

932 

1,856 

1,479 

5,001 

6,001 

Cash  dividends  declared . 

145 

107 

412 

501 

1,277 

1,017 

3,489 

4,429 

Net  charge-offs  to  loan  and  lease  reserve  . 

22 

24 

185 

172 

850 

1,015 

1,223 

1,754 

Selected  Condition  Data  ($) 

Total  assets  . 

75,359 

70,521 

261,757 

267,491 

549,562 

488,850 

1,651,995 

1,861,181 

Total  loans  and  leases  . 

42,148 

40,406 

158,779 

163,413 

363,342 

324,352 

1,065,112 

1,218,422 

Reserve  for  losses . 

596 

542 

2,506 

2,496 

7,793 

7,749 

21,671 

23,164 

Securities  . 

23,719 

20,948 

73,027 

72,059 

101,831 

90,426 

201,216 

224,870 

Other  real  estate  owned  . 

133 

100 

325 

275 

458 

320 

2,124 

1,757 

Noncurrent  loans  and  leases  . 

519 

466 

1,577 

1,486 

3,501 

3,402 

12,340 

1 1 ,888 

Total  deposits  . 

65,381 

60,544 

216,183 

217,757 

376,347 

330,492 

1,137,216 

1,270,531 

Domestic  deposits . 

65,381 

60,544 

215,718 

217,341 

368,675 

323,641 

839,438 

979,407 

Equity  capital  . 

7,665 

7,468 

24,442 

26,158 

48,317 

45,834 

127,365 

153,022 

Off-balance-sheet  derivatives  . 

264 

701 

6,160 

7,839 

134,405 

56,713 

9,673,114 

8,047,587 

Performance  Ratios  (annualized  %) 

Return  on  equity  . 

12.13 

11*79 

14.19 

14.55 

15.90 

13.14 

16.35 

16.20 

Return  on  assets  . 

1.24 

1.24 

1.33 

1.42 

1.38 

1.22 

1.25 

1.33 

Net  interest  income  to  assets  .... 

4.35 

4.39 

4.36 

4.42 

4.34 

4.34 

3.62 

3.70 

Loss  provision  to  assets  . 

0.18 

0.23 

0.32 

0.32 

0.64 

1.05 

0.28 

0.35 

Net  operating  income  to  assets 

1.24 

1.24 

1.33 

1.41 

1.36 

1.21 

1.24 

1.30 

Noninterest  income  to  assets  . 

1.77 

2.05 

1.76 

1.87 

2.34 

2.34 

2.50 

2.39 

Noninterest  expense  to  assets  . 

4.13 

4.41 

3.79 

3.85 

3.89 

3.72 

3.82 

3.67 

Loss  provision  to  loans  and  leases 

0.33 

0.41 

0.53 

0.52 

0.97 

1.59 

0.43 

0.54 

Net  charge-offs  to  loans  and  leases 

0.21 

0.24 

0.47 

0.43 

0.95 

1.26 

0.47 

0.58 

Loss  Provision  to  net  charge-offs 

157.72 

170.27 

112.11 

121.31 

102.47 

126.58 

91.72 

93.03 

Performance  Ratios  (%) 

Percent  of  institutions  unprofitable  . 

5.38 

6.59 

2.64 

1.25 

4.19 

4.64 

0.00 

0.00 

Percent  of  institutions  with  earnings  gains  . 

66.82 

59.64 

75.10 

69.69 

67.07 

62.91 

68.09 

69.05 

Nonint.  income  to  net  operating  revenue  .  . 

28.93 

31.95 

28.83 

29.91 

35.03 

35.04 

40.98 

39.43 

Nonmt  expense  to  net  operating  revenue 

67.49 

68.81 

62.13 

61.40 

58.40 

55.65 

62.67 

60.52 

Condition  Ratios  (%) 

Nonperforming  assets  to  assets 

0.87 

0.80 

0.73 

0.66 

0.72 

0.76 

0.89 

0.74 

Noncurrent  loans  to  loans 

1.23 

1.15 

0.99 

0.91 

0.96 

1.05 

1.16 

0  98 

Loss  reserve  to  noncurrent  loans 

114.80 

116.33 

158.94 

167.90 

222.60 

227.77 

175.62 

194.85 

Loss  reserve  to  loans 

1.41 

1.34 

1.58 

1.53 

2.14 

2.39 

2.03 

1.90 

Equity  capital  to  assets  . 

10.17 

10.59 

9.34 

9.78 

8.79 

9.38 

7.71 

8.22 

Leverage  ratio 

10.19 

10.45 

9.16 

9.36 

7.84 

8.22 

6.78 

7  08 

Risk-based  capital  ratio  . 

18.01 

18.03 

15.26 

15  19 

12.43 

12.64 

11.37 

1141 

r  Jet  loans  and  leases  to  assets 

55.14 

56.53 

59.70 

60.16 

64.70 

64.76 

63.16 

64  22 

Securities  to  assets . 

31  48 

29.71 

27.90 

26.94 

18.53 

18.50 

12.18 

12  08 

Appreciation  in  securities  (%  of  par) 

-0.89 

0.13 

-0.81 

0.23 

-0.81 

0  40 

-0.50 

0  69 

Residential  mortgage  assets  to  assets  . 

22.33 

22.72 

25.72 

25.97 

23.07 

22.77 

18  50 

18.18 

Total  deposits  to  assets . 

86.76 

85.85 

82.59 

81.41 

68  48 

67  61 

68  84 

68  26 

Core  deposits  to  assets 

77  05 

75.38 

73.15 

71.16 

60.43 

58  59 

46  15 

47  56 

Volatile  liabilities  to  assets 

11  49 

12.54 

15.57 

16  70 

25.11 

27.31 

35.78 

34  49 
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Loan  performance,  FDIC-insured  national  banks  by  asset  size 
Second  quarter  1996  and  second  quarter  1997 
(Dollar  figures  in  millions) 


Less  than  $100M 
1996Q2  1997Q2 

$100M  to  $1 B 

1996Q2  1997Q2 

$1B  to  $10B 
1996Q2  1997Q2 

Greater  than  $10B 

1 996Q2  1 997Q2 

Percent  of  Loans  Past  Due  30-89  Days 

Total  loans  and  leases . 

1.56 

1.48 

1.38 

1.27 

1.46 

1.57 

1.12 

1.10 

Loans  secured  by  real  estate  (RE)  .... 

1.34 

1.29 

1.10 

0.99 

1.19 

1.23 

1.35 

1.24 

1-4  family  residential  mortgages  .... 

1.61 

1.55 

1.31 

1.19 

1.26 

1.34 

1.45 

1.61 

Home  equity  loans  . 

1.09 

1.25 

0.93 

0.78 

0.86 

0.88 

0.86 

0.87 

Multifamily  residential  mortgages  .  .  . 

0.64 

0.93 

0.53 

0.86 

0.67 

0.80 

1.32 

0.75 

Commercial  RE  loans  . 

1.12 

0.96 

0.81 

0.73 

1.04 

1.02 

1.19 

0.76 

Construction  RE  loans . 

1.19 

1.42 

1.34 

1.16 

1.98 

1.87 

1.72 

0.91 

Commercial  and  industrial  loans* . 

2.70 

2.47 

1.77 

1.65 

1.27 

1.47 

0.66 

0.59 

Loans  to  individuals  . 

2.17 

2.17 

2.05 

2.02 

2.06 

2.19 

2.07 

2.22 

Credit  cards  . 

2.43 

2.45 

2.66 

2.68 

2.29 

2.36 

2.37 

2.40 

Installment  loans . 

2.15 

2.15 

1.83 

1.83 

1.79 

1.97 

1.91 

2.09 

All  other  loans  and  leases  . 

N/A 

N/A 

N/A 

N/A 

0.91 

0.92 

0.43 

0.39 

Percent  of  Loans  Noncurrent 

Total  loans  and  leases . 

1.23 

1.15 

0.99 

0.91 

0.96 

1.05 

1.16 

0.98 

Loans  secured  by  real  estate  (RE)  .... 

1.02 

0.95 

0.93 

0.79 

0.98 

1.01 

1.70 

1.23 

1-4  family  residential  mortgages  .... 

0.76 

0.81 

0.72 

0.71 

0.76 

1.11 

1.06 

1.04 

Home  equity  loans  . 

0.83 

0.49 

0.39 

0.36 

0.47 

0.44 

0.46 

0.42 

Multifamily  residential  mortgages  .  .  . 

1.00 

0.69 

1.43 

0.87 

0.83 

0.82 

2.34 

1.33 

Commercial  RE  loans  . 

1.29 

1.08 

1.29 

0.93 

1.43 

1.03 

2.81 

1.80 

Construction  RE  loans . 

0.82 

0.77 

0.74 

0.78 

1.14 

0.93 

4.06 

1.08 

Commercial  and  industrial  loans* . 

3.12 

2.92 

1.63 

1.57 

0.94 

0.89 

0.86 

0.79 

Loans  to  individuals . 

0.68 

0.79 

0.73 

0.82 

1.03 

1.30 

1.32 

1.39 

Credit  cards  . 

1.23 

1.64 

1.52 

1.97 

1.45 

1.79 

1.43 

1.69 

Installment  loans . 

0.64 

0.74 

0.45 

0.48 

0.52 

0.63 

1.27 

1.18 

All  other  loans  and  leases  . 

N/A 

N/A 

N/A 

N/A 

0.62 

0.54 

0.31 

0.26 

Percent  of  Loans  Charged-Off,  Net 

Total  loans  and  leases . 

0.21 

0.24 

0.47 

0.43 

0.95 

1.26 

0.47 

0.58 

Loans  secured  by  real  estate  (RE)  .... 

0.04 

0.04 

0.07 

0.03 

0.04 

0.00 

0.14 

0.07 

1-4  family  residential  mortgages  .... 

0.03 

0.03 

0.03 

0.04 

0.03 

0.05 

0.11 

0.12 

Home  equity  loans  . 

0.09 

0.24 

0.10 

0.02 

0.18 

0.25 

0.29 

0.19 

Multifamily  residential  mortgages  .  .  . 

0.65 

-0.01 

0.34 

0.04 

0.07 

-0.10 

-0.10 

-0.09 

Commercial  RE  loans  . 

0.04 

0.04 

0.09 

0.02 

0.01 

-0.10 

0.10 

-0.03 

Construction  RE  loans . 

0.08 

-0.01 

0.07 

0.05 

0.01 

-0.19 

0.34 

-0.12 

Commercial  and  industrial  loans* . 

0.49 

0.56 

0.29 

0.42 

0.20 

0.18 

0.24 

0.20 

Loans  to  individuals  . 

0.61 

0.79 

1.76 

1.77 

2.73 

3.70 

2.03 

2.65 

Credit  cards  . 

1.70 

3.05 

4.62 

5.53 

4.50 

5.73 

3.89 

4.71 

Installment  loans . 

0.54 

0.63 

0.68 

0.63 

0.70 

0.87 

1.06 

1.22 

All  other  loans  and  leases  . 

N/A 

N/A 

N/A 

N/A 

0.30 

0.16 

0.04 

0.09 

Loans  Outstanding  ($) 

Total  loans  and  leases . 

$42,148 

$40,406 

$158,779 

$163,413 

$363,342 

$324,352 

$1,065,112  $1 ,218,422 

Loans  secured  by  real  estate  (RE)  .  .  .  . 

23,473 

22,701 

89,857 

96,179 

146,849 

131,539 

391,273 

443,081 

1-4  family  residential  mortgages  .  .  .  . 

11,765 

11,512 

44,655 

47,494 

73,198 

64,239 

206,874 

226,021 

Home  equity  loans  . 

541 

549 

4,757 

5,028 

12,014 

11,173 

36,975 

45,640 

Multifamily  residential  mortgages  .  .  . 

593 

518 

2,974 

3,084 

5,179 

4,844 

11,918 

13,920 

Commercial  RE  loans  . 

6,585 

6,140 

28,393 

30,396 

44,278 

40,030 

89,098 

104,761 

Construction  RE  loans . 

1,588 

1,550 

6,058 

6,788 

10,251 

9,509 

19,384 

26,245 

Farmland  loans . 

2,401 

2,431 

3,014 

3,381 

1,818 

1,624 

1,755 

2,180 

RE  loans  from  foreign  offices . 

0 

0 

6 

9 

111 

120 

25,268 

24,314 

Commercial  and  industrial  loans . 

7,307 

6,842 

27,296 

28,322 

75,758 

67,523 

324.478 

362,569 

Loans  to  individuals  . 

6,719 

6,208 

33,652 

30,189 

116,197 

105,090 

179,314 

222,364 

Credit  cards  . 

393 

354 

8,922 

6,843 

63,162 

60,549 

61,765 

91 ,950 

Installment  loans . 

6,326 

5,854 

24,730 

23,346 

53,034 

44,541 

117,548 

130,414 

All  other  loans  and  leases  . 

4,884 

4,846 

8,483 

9,164 

24,769 

20,386 

171,899 

192,224 

Less:  Unearned  income  . 

235 

191 

508 

441 

230 

185 

1 ,853 

1 ,817 

‘Includes  "All  other  loans”  for  institutions  under  $1  billion  in  asset  size. 
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Key  indicators,  FDIC-insured  national  banks  by  region 
Second  quarter  1997 

(Dollar  figures  in  millions) 


Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

All 

Institutions 

Number  of  institutions  reporting . 

305 

353 

552 

500 

664 

282 

2,656 

Total  employees  (FTEs)  . 

251,008 

168,840 

142,805 

58,316 

99,113 

166,085 

886,167 

Selected  Income  Data  ($) 

Net  income  . 

$2,694 

$1,734 

$1,327 

$648 

$727 

$1,654 

$8,783 

Net  interest  income  . 

7,386 

4,995 

4,254 

1,817 

2,204 

5,276 

25,932 

Provision  for  loan  losses . 

1,058 

546 

539 

345 

82 

597 

3,167 

Noninterest  income  . 

5,725 

2,347 

1,730 

1,334 

1,267 

3,101 

15,504 

Noninterest  expense  . 

7,946 

4,227 

3,488 

1,809 

2,283 

5,056 

24,810 

Net  operating  income . 

2,586 

1,725 

1,317 

636 

720 

1,644 

8,629 

Cash  dividends  declared . 

2,131 

891 

771 

246 

323 

1,693 

6,054 

Net  charge-offs  to  loan  and  lease  reserve  .  . 

1,095 

378 

400 

306 

96 

692 

2,966 

Selected  Condition  Data  ($) 

Total  assets  . 

799,243 

538,661 

441,390 

170,223 

235,431 

503,096 

2,688,044 

Total  loans  and  leases  . 

499,260 

366,014 

294,498 

111,657 

129,984 

345,180 

1,746,593 

Reserve  for  losses  . 

11,297 

6,030 

5,069 

2,166 

1,961 

7,427 

33,950 

Securities . 

124,147 

79,011 

72,884 

30,152 

52,496 

49,614 

408,303 

Other  real  estate  owned . 

987 

483 

218 

78 

141 

545 

2,452 

Noncurrent  loans  and  leases  . 

6,815 

2,755 

2,613 

1,038 

1,168 

2,853 

17,242 

Total  deposits . 

547,816 

356,953 

312,478 

119,327 

183,033 

359,717 

1,879,324 

Domestic  deposits . 

359,059 

337,742 

288,263 

115,214 

179,341 

301,315 

1,580,933 

Equity  capital . 

63,679 

47,055 

36,770 

14,587 

22,192 

48,198 

232,481 

Off-balance-sheet  derivatives . 

3,298,505 

1,473,366 

1,213,628 

56,737 

54,567 

1,803,654 

7,900,457 

Performance  Ratios  (annualized  %) 

Return  on  equity  . 

17.06 

14.96 

14.70 

17.91 

13.28 

13.77 

15.27 

Return  on  assets  . 

1.37 

1.27 

1.21 

1.53 

1.25 

1.32 

1.32 

Net  interest  income  to  assets  .  . 

3.79 

3.70 

3.91 

4.31 

3.81 

4.21 

3.91 

Loss  provision  to  assets 

0.54 

0.40 

0.49 

0.82 

0.14 

0.48 

0.47 

Net  operating  income  to  assets 

1.32 

1.26 

1.20 

1.51 

1.24 

1.32 

1.29 

Noninterest  income  to  assets 

2.92 

1.72 

1.58 

3.16 

2.18 

2.48 

2.32 

Noninterest  expense  to  assets  . 

4.05 

3.09 

3.18 

4.29 

3.92 

4.05 

3.72 

Loss  provision  to  loans  and  leases 

0.86 

0.60 

0.74 

1.25 

0.25 

0.70 

0.73 

Net  charge-offs  to  loans  and  leases  . 

0.89 

0.42 

0.55 

1.11 

0.30 

0.81 

0.69 

Loss  Provision  to  net  charge-offs 

96.62 

144.50 

134.75 

112.89 

85.74 

86.34 

106.79 

Performance  Ratios  (%) 

Percent  of  institutions  unprofitable 

3.93 

5.67 

2.17 

4.40 

4.22 

7.09 

4.29 

Percent  of  institutions  with  earnings  gains 

70.16 

64.87 

67.39 

58.20 

60.69 

66.67 

63.89 

Nomnt.  income  to  net  operating  revenue  .  .  . 

43.67 

31.97 

28.91 

42.33 

36.50 

37.02 

37  42 

Nonint  expense  to  net  operating  revenue  .  . 

60.61 

57.56 

58.30 

57.42 

65.79 

60.35 

59.87 

Condition  Ratios  (%) 

Nonperforming  assets  to  assets  . 

0.99 

0.60 

0.64 

0.66 

0.56 

0.68 

0.74 

Noncurrent  loans  to  loans 

1.36 

0.75 

0.89 

0.93 

0.90 

0.83 

099 

Loss  reserve  to  noncurrent  loans 

165.77 

218.88 

193.94 

208  61 

167.96 

260.34 

196  90 

Loss  reserve  to  loans . 

2.26 

1.65 

1.72 

1.94 

1.51 

2.15 

1.94 

Equity  capital  to  assets 

7.97 

8.74 

8.33 

8.57 

9.43 

9.58 

8.65 

Leverage  ratio  . 

7.53 

7.25 

7.94 

8.09 

7.91 

7.53 

7.61 

Risk-based  capital  ratio  . 

12.18 

11.80 

12.06 

12.67 

12.66 

11.74 

12.07 

Net  loans  and  leases  to  assets  . 

61.05 

66.83 

65.57 

64.32 

54  38 

67.13 

63.71 

Securities  to  assets  . 

15.53 

14.67 

16.51 

17.71 

22.30 

9  86 

15.19 

Appreciation  m  securities  (%  of  par) 

1.10 

0.48 

0.37 

0.45 

0.12 

-0.19 

052 

Residential  mortgage  assets  to  assets 

15.72 

27.13 

20.35 

19.10 

21  08 

18.19 

1991 

Total  deposits  to  assets  . 

68.54 

66  27 

70.79 

70.10 

77  74 

71.50 

69  91 

Core  deposits  to  assets 

39  68 

56  28 

58.42 

62.53 

66.97 

54  24 

52  65 

Volatile  abilities  to  assets 

42  37 

28  69 

27  06 

20.21 

20  47 

26  58 

30  84 
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Loan  performance,  FDIC-insured  national  banks  by  region 

Second  quarter  1997 

(Dollar  figures  in  millions) 


All 


Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

Institutions 

Percent  of  Loans  Past  Due  30-89  Days 

Total  loans  and  leases  . 

1.21 

1.00 

1.45 

1.51 

1.36 

1.08 

1.21 

Loans  secured  by  real  estate  (RE)  . 

1.31 

1.08 

1.33 

1.00 

1.38 

1.14 

1.21 

1-4  family  residential  mortgages  . 

1.52 

1.41 

1.54 

0.94 

1.82 

1.65 

1.50 

Home  equity  loans . 

1.08 

0.60 

0.98 

0.94 

0.77 

0.81 

0.87 

Multifamily  residential  mortgages . 

0.48 

0.78 

1.08 

0.74 

0.86 

0.83 

0.78 

Commercial  RE  loans  . 

1.07 

0.60 

1.11 

1.04 

0.89 

0.42 

0.82 

Construction  RE  loans  . 

0.85 

0.67 

1.76 

1.48 

1.20 

1.45 

1.17 

Commercial  and  industrial  loans*  . 

0.52 

0.61 

1.26 

1.84 

1.27 

0.57 

0.81 

Loans  to  individuals  . 

2.48 

1.57 

2.33 

2.17 

1.86 

2.33 

2.20 

Credit  cards . 

2.49 

1.71 

2.68 

2.29 

2.23 

2.62 

2.40 

Installment  loans  . 

2.46 

1.49 

2.23 

1.98 

1.81 

2.01 

2.04 

All  other  loans  and  leases . 

0.39 

0.45 

0.57 

0.76 

0.46 

0.35 

0.43 

Percent  of  Loans  Noncurrent 

Total  loans  and  leases  . 

1.36 

0.75 

0.89 

0.93 

0.90 

0.83 

0.99 

Loans  secured  by  real  estate  (RE)  . 

1.78 

0.96 

0.83 

0.67 

1.06 

0.98 

1.12 

1-4  family  residential  mortgages  . 

1.38 

1.00 

0.77 

0.56 

1.06 

0.84 

1.00 

Home  equity  loans  . 

0.60 

0.36 

0.29 

0.29 

0.14 

0.46 

0.42 

Multifamily  residential  mortgages . 

1.22 

0.76 

0.72 

0.56 

0.53 

2.45 

1.14 

Commercial  RE  loans . 

2.84 

1.12 

1.08 

0.81 

1.11 

1.27 

1.46 

Construction  RE  loans  . 

2.22 

0.69 

0.85 

0.66 

0.88 

0.99 

0.99 

Commercial  and  industrial  loans*  . 

0.89 

0.61 

1.05 

1.16 

1.10 

0.78 

0.88 

Loans  to  individuals  . 

2.06 

0.66 

1.05 

1.26 

0.55 

1.15 

1.31 

Credit  cards . 

1.78 

1.15 

2.23 

1.66 

1.41 

1.89 

1.74 

Installment  loans  . 

2.44 

0.41 

0.69 

0.65 

0.44 

0.32 

0.97 

All  other  loans  and  leases . 

0.31 

0.21 

0.34 

0.44 

0.31 

0.22 

0.28 

Percent  of  Loans  Charged-Off,  Net 

Total  loans  and  leases  . 

0.89 

0.42 

0.55 

1.11 

0.30 

0.81 

0.69 

Loans  secured  by  real  estate  (RE)  . 

0.13 

0.05 

0.02 

-0.01 

-0.10 

0.05 

0.05 

1-4  family  residential  mortgages  . 

0.19 

0.06 

0.05 

0.05 

0.05 

0.10 

0.09 

Home  equity  loans . 

0.13 

0.10 

0.21 

0.15 

0.63 

0.28 

0.19 

Multifamily  residential  mortgages . 

-0.09 

-0.14 

0.03 

-0.08 

-0.03 

-0.10 

-0.07 

Commercial  RE  loans . 

-0.02 

0.07 

-0.05 

-0.17 

-0.24 

-0.02 

-0.03 

Construction  RE  loans  . 

0.58 

-0.05 

-0.17 

0.04 

-0.49 

-0.32 

-0.10 

Commercial  and  industrial  loans*  . 

0.18 

0.11 

0.24 

0.49 

0.11 

0.30 

0.21 

Loans  to  individuals  . 

3.47 

2.04 

2.16 

3.26 

1.42 

3.57 

2.85 

Credit  cards . 

5.03 

4.22 

6.28 

4.88 

4.79 

5.58 

5.14 

Installment  loans  . 

1.38 

0.91 

0.85 

0.82 

1.03 

1.21 

1.06 

All  other  loans  and  leases  . 

-0.10 

0.14 

0.16 

0.18 

0.11 

0.26 

0.09 

Loans  Outstanding  ($) 

$1,746,593 

Total  loans  and  leases  . 

$499,260 

$366,014 

$294,498 

$111,657 

$129,984 

$345,180 

Loans  secured  by  real  estate  (RE)  . 

160,773 

183,526 

124,108 

40,755 

49,144 

135,193 

693,501 

1-4  family  residential  mortgages  . 

78,174 

106,001 

55,357 

20,697 

23,906 

65,131 

349,266 

Home  equity  loans . 

14,039 

13,856 

14,534 

2,573 

619 

16,769 

62.389 

Multifamily  residential  mortgages . 

5,264 

5,030 

4,590 

1,635 

1,704 

4,143 

22,366 

Commercial  RE  loans . 

35,921 

43,696 

39,041 

10,699 

16,084 

35,886 

181,327 

Construction  RE  loans  . 

5,218 

13,217 

8,217 

2,784 

5,304 

9,353 

44,093 

Farmland  loans  . 

662 

1,533 

2,345 

2,367 

1,527 

1,182 

9,616 

RE  loans  from  foreign  offices . 

21,495 

193 

24 

0 

0 

2,730 

24,442 

Commercial  and  industrial  loans . 

149,376 

83,371 

79,752 

24,580 

42,135 

86,041 

465,255 

Loans  to  individuals  . 

116,072 

62,899 

61,985 

33,800 

26,291 

62,805 

363.851 

Credit  cards  . 

67,005 

21,307 

14,616 

20,460 

2,919 

33,388 

159.695 

Installment  loans  . 

49,067 

41,592 

47,369 

13,340 

23,372 

29,417 

204. 156 

All  other  loans  and  leases . 

74,326 

36,480 

29,166 

12,550 

12,733 

61,365 

226.619 

Less:  Unearned  income  . 

1,287 

262 

513 

28 

319 

225 

2,634 

'Includes  "All  other  loans"  for  institutions  under  $1  billion  in  asset  size 
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Glossary 


Data  Sources 

Data  are  from  the  Federal  Financial  Institutions 
Examination  Council  (FFIEC)  Call  Reports  submitted 
by  all  FDIC-insured  national-chartered  and  state- 
chartered  commercial  banks  and  trust  companies  in 
the  United  States  and  its  territories.  Uninsured  banks, 
savings  banks,  savings  associations,  and  U.S. 
branches  and  agencies  of  foreign  banks  are  exclud¬ 
ed  from  these  tables.  All  data  are  collected  and  pre¬ 
sented  based  on  the  location  of  each  reporting  insti¬ 
tution's  main  office.  Reported  data  may  include 
assets  and  liabilities  located  outside  of  the  reporting 
institution’s  home  state. 

The  data  are  stored  on  and  retrieved  from  the  OCC’s 
Integrated  Banking  Information  System  (IBIS),  which 
is  sourced  from  the  FDIC’s  Research  Information 
System  (RIS)  data  base. 

Computation  Methodology 

For  performance  ratios  constructed  by  dividing  an 
income  statement  (flow)  item  by  a  balance  sheet 
(stock)  item,  the  income  item  for  the  period  was  annu¬ 
alized  (multiplied  by  the  number  of  periods  in  a  year) 
and  divided  by  the  average  balance  sheet  item  for 
the  period  (beginnmg-of-period  amount  plus  end-of- 
period  amount  plus  any  interim  periods,  divided  by 
the  total  number  of  periods).  For  “pooling-of-interest” 
mergers,  prior  period(s)  balance  sheet  items  of 
acquired"  institution(s)  are  included  in  balance  sheet 
averages  because  the  year-to-date  income  reported 
by  the  “acquirer"  includes  the  year-to-date  results  of 
acquired"  institutions.  No  adjustments  are  made  for 
“purchase  accounting”  mergers  because  the  year-to- 
date  income  reported  by  the  “acquirer”  does  not 
include  the  pnor-to-merger  results  of  “acquired”  insti¬ 
tutions. 

Definitions 

Commercial  real  estate  loans  loans  secured  by  non¬ 
farm  nonresidential  properties. 

Construction  real  estate  loans  includes  loans  for  all 
property  types  under  construction,  as  well  as  loans 
for  land  acquisition  and  development. 

Core  deposits  the  sum  of  transaction  deposits  plus 
sayings  deposits  plus  small  time  deposits  (under 


Leverage  ratio — Tier  1  capital  divided  by  adjusted 
tangible  total  assets. 

Loans  to  individuals — includes  outstanding  credit 
card  balances  and  other  secured  and  unsecured 
installment  loans. 

Net  charge-offs  to  loan  and  lease  reserve — total  loans 
and  leases  charged  off  (removed  from  balance  sheet 
because  of  uncollectibility),  less  amounts  recovered 
on  loans  and  leases  previously  charged  off. 

Net  loans  and  leases  to  assets — total  loans  and  leas¬ 
es  net  of  the  reserve  for  losses. 

Net  operating  income — income  excluding  discre¬ 
tionary  transactions  such  as  gains  (or  losses)  on  the 
sale  of  investment  securities  and  extraordinary  items. 
Income  taxes  subtracted  from  operating  income  have 
been  adjusted  to  exclude  the  portion  applicable  to 
securities  gains  (or  losses). 

Net  operating  revenue — the  sum  of  net  interest 
income  plus  noninterest  income. 

Noncurrent  loans  and  leases — the  sum  of  loans  and 
leases  90  days  or  more  past  due  plus  loans  and  leas¬ 
es  in  nonaccrual  status. 

Nonperforming  assets — the  sum  of  noncurrent  loans 
and  leases  plus  noncurrent  debt  securities  and  other 
assets  plus  other  real  estate  owned. 

Number  of  institutions  reporting — the  number  of  insti¬ 
tutions  that  actually  filed  a  financial  report. 

Off-balance-sheet  derivatives — the  notional  value  of 
futures  and  forwards,  swaps,  and  options  contracts; 
beginning  March  31,  1995,  new  reporting  detail  per¬ 
mits  the  exclusion  of  spot  foreign  exchange  con¬ 
tracts.  For  March  31,  1984  through  December  31, 
1985,  only  foreign  exchange  futures  and  forwards 
contracts  were  reported;  beginning  March  31,  1986, 
interest  rate  swaps  contracts  were  reported;  begin¬ 
ning  March  31,  1990,  banks  began  to  report  interest 
rate  and  other  futures  and  forwards  contracts,  foreign 
exchange  and  other  swaps  contracts,  and  all  types  of 
option  contracts. 

Other  real  estate  owned  primarily  foreclosed  prop 
erty.  Direct  and  indirect  investments  in  real  estate 
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ventures  are  excluded.  The  amount  is  reflected  net  of 
valuation  allowances. 

Percent  of  institutions  unprofitable — the  percent  of 
institutions  with  negative  net  income  for  the  respec¬ 
tive  period. 

Percent  of  institutions  with  earnings  gains — the  per¬ 
cent  of  institutions  that  increased  their  net  income  (or 
decreased  their  losses)  compared  to  the  same  period 
a  year  earlier. 

Reserve  for  losses — the  sum  of  the  allowance  for  loan 
and  lease  losses  plus  the  allocated  transfer  risk 
reserve. 

Residential  mortgage  assets — the  sum  of  1-4  family 
residential  mortgages  plus  mortgage-backed  securi¬ 
ties. 

Return  on  assets — net  income  (including  gains  or 
losses  on  securities  and  extraordinary  items)  as  a 
percentage  of  average  total  assets. 

Return  on  equity — net  income  (including  gains  or 
losses  on  securities  and  extraordinary  items)  as  a 
percentage  of  average  total  equity  capital. 

Risk-based  capital  ratio — total  capital  divided  by  risk 
weighted  assets. 

Risk-weighted  assets — assets  adjusted  for  risk-based 
capital  definitions,  which  include  on-balance-sheet  as 
well  as  off-balance-sheet  items  multiplied  by  risk 
weights  that  range  from  zero  to  100  percent. 


Securities — excludes  securities  held  in  trading 
accounts.  Effective  March  31 ,  1994  with  the  full  imple¬ 
mentation  of  FASB  115,  securities  classified  by  banks 
as  "held-to-maturity”  are  reported  at  their  amortized 
cost,  and  securities  classified  a  “available-for-sale” 
are  reported  at  their  current  fair  (market)  values. 

Securities  gains  (losses) — net  pre-tax  realized  gains 
(losses)  on  held-to-maturity  and  available-for-sale 
securities. 

Total  capital — the  sum  of  Tier  1  and  Tier  2  capital.  Tier 
1  capital  consists  of  common  equity  capital  plus  non- 
cumulative  perpetual  preferred  stock  plus  minority 
interest  in  consolidated  subsidiaries  less  goodwill 
and  other  ineligible  intangible  assets.  Tier  2  capital 
consists  of  subordinated  debt  plus  intermediate-term 
preferred  stock  plus  cumulative  long-term  preferred 
stock  plus  a  portion  of  a  bank’s  allowance  for  loan 
and  lease  losses.  The  amount  of  eligible  intangibles 
(including  mortgage  servicing  rights)  included  in  Tier 
1  capital  and  the  amount  of  the  allowance  included  in 
Tier  2  capital  are  limited  in  accordance  with  supervi¬ 
sory  capital  regulations. 

Volatile  liabilities — the  sum  of  large-denomination 
time  deposits  plus  foreign-office  deposits  plus  feder¬ 
al  funds  purchased  plus  securities  sold  under  agree¬ 
ments  to  repurchase  plus  other  borrowings. 
Beginning  March  31,  1994,  new  reporting  detail  per¬ 
mits  the  exclusion  of  other  borrowed  money  with  orig¬ 
inal  maturity  of  more  than  one  year;  previously,  all 
other  borrowed  money  was  included.  Also  beginning 
March  31,  1994,  the  newly  reported  “trading  liabilities 
less  revaluation  losses  on  assets  held  in  trading 
accounts”  is  included. 
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Special  Supervision  and  Enforcement  Activities 


This  section  on  special  supervision  and  enforcement 
activities  includes  information  on  problem  bank 
trends,  national  bank  failures,  and  enforcement 
actions.  The  data  on  problem  banks  and  bank  failures 
is  provided  by  OCC’s  Special  Supervision/Fraud 
Division  in  Washington.  This  division  has  recently 
added  fraud  experts  who  are  located  throughout  the 
country.  The  information  on  enforcement  actions  is 
provided  by  the  Enforcement  and  Compliance 
Division  of  the  Law  Department.  The  latter  is  princi¬ 
pally  responsible  for  presenting  and  litigating  admin¬ 
istrative  actions  on  the  OCC’s  behalf  against  banks 
requiring  special  supervision. 

Problem  Bank  Trends 

Overall  the  number  of  problem  banks  is  stable 
although  some  downward  trends  are  noted.  The  num¬ 
ber  of  problem  national  banks  (banks  rated  4  or  5) 
increased  from  year-end  although  they  represent  less 
than  1  percent  of  the  national  bank  population.  At 
June  30,  1997  there  were  21  banks  rated  4  or  5  com¬ 
pared  to  1 8  at  December  31,1 996.  This  compares  to 
33  at  year-end  1995  and  55  at  year-end  1994. 

Examination  rating  downgrades  are  increasing  and, 
at  June  30,  1997,  occurred  in  an  annualized  5  per¬ 
cent  of  safety  and  soundness  examinations  complet¬ 
ed.  Downgrades  occurred  in  72  banks  in  the  first  half 
of  the  year  compared  to  94  for  all  of  1996.  Banks  with 
examination  upgrades  total  96  through  June  30,  1997 
compared  to  245  in  all  of  1996.  This  equates  to  an 
annualized  7  percent  figure  compared  to  upgrades  of 
9  percent  of  safety  and  soundness  exams  in  1996,  13 
percent  in  1995,  18  percent  in  1994,  and  22  percent 
in  1993. 


Problem  National  Bank 
Historical  Trend  Line 
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National  Bank  Failures 

No  national  banks  or  other  banks  have  failed  through 
June  30,  1997. 

Bank  Failures 


Source:  Special  Supervision 

Enforcement  Actions 

The  OCC  has  a  number  of  remedies  with  which  to 
carry  out  its  supervisory  responsibilities.  When  it  iden¬ 
tifies  safety  or  soundness  or  compliance  problems, 
these  remedies  range  from  informal  advice  and  moral 
suasion  to  formal  enforcement  actions.  These  mech¬ 
anisms  are  designed  to  achieve  expeditious  correc¬ 
tive  and  remedial  action  to  return  the  bank  to  a  safe 
and  sound  condition. 

The  OCC’s  informal  enforcement  actions  include 
commitment  letters  and  memoranda  of  understand¬ 
ing  (MOUs).  Informal  actions  are  meant  to  handle  less 
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Memorandums  of  Understanding 
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serious  supervisory  problems  identified  by  the  OCC 
in  its  supervision  of  national  banks.  Although  informal 
actions  are  not  legally  enforceable,  failure  to  honor 
informal  actions  will  provide  strong  evidence  of  the 
need  for  the  OCC  to  take  formal  action. 

The  most  common  types  of  formal  actions  issued  by 
the  OCC  over  the  past  several  years  have  been  for¬ 
mal  agreements,  cease-and-desist  orders,  civil 
money  penalties  (CMPs),  and  removals.  Formal 
agreements  are  documents  signed  by  a  national 
bank’s  board  of  directors  and  the  OCC,  in  which  spe¬ 
cific  corrective  and  remedial  measures  are  enumerat¬ 
ed  ac  necessary  to  return  the  bank  to  a  safe  and 
sound  condition  Cease-and-desist  orders,  some¬ 
times  known  as  consent  orders,  may  be  legally 
enforced  I  ke  formal  agreements:  these  orders  con- 
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tain  a  series  of  remedial  measures  in  article  form.  Civil 
money  penalties,  which  are  usually  imposed  upon 
individuals  rather  than  banks,  are  authorized  for  vio¬ 
lations  of  laws,  rules,  regulations,  formal  written 
agreements,  final  orders,  conditions  imposed  in  writ¬ 
ing,  and  under  certain  circumstances,  unsafe  or 
unsound  banking  practices  or  breaches  of  fiduciary 
duty.  Cease-and-desist  orders  compel  banks  to  take 
corrective  or  remedial  action.  Cease-and-desist 
orders  issued  against  individuals  frequently  require 
that  restitution  be  made  to  the  bank.  The  OCC  occa¬ 
sionally  is  compelled  to  use  removal  orders  to  remove 
individuals,  who  have  violated  the  law  or  acted  in  an 
unsafe  or  unsound  manner,  from  the  banking  industry. 

In  addition,  the  OCC  was  given  authority  under  the 
Federal  Deposit  Insurance  Corporation  Improvement 
Act  of  1991  (FDICIA),  to  take  certain  “prompt  correc¬ 
tive  action”  (PCA)  to  resolve  a  bank’s  problems. 
Actions  taken  depend  on  a  bank’s  level  of  capital.  For 
instance,  when  a  bank  becomes  undercapitalized,  it  is 
required  to  submit  a  capital  restoration  plan  (CRP). 
Depending  on  the  severity  of  a  bank’s  problems,  a  PCA 
directive  can  also  be  issued.  The  purpose  of  the  PCA 
legislation  is  to  resolve  a  bank’s  problems  at  the  least 
possible  long-term  cost  to  the  deposit  insurance  fund. 

Recent  Enforcement  Cases 

Court  of  Appeals  Decision 

On  January  2,  1997,  the  Ninth  Circuit  denied  an 
appeal  filed  by  William  Sarsfield,  former  Chairman  of 
the  Board  and  director  of  Sequoia  National  Bank,  San 
Francisco,  California,  of  a  Comptroller’s  Decision 
issued  on  July  21,  1995.  The  Comptroller  found  that 
Sarsfield  violated  seven  articles  of  a  cease-and- 
desist  order  that  had  been  imposed  upon  the  bank 
and  ordered  him  to  pay  a  civil  money  penalty  of 
$10,000.  On  February  28,  1997,  the  Ninth  Circuit 
denied  Sarsfield’s  petition  for  a  rehearing.  Sarsfield 
has  filed  a  petition  for  certiorari  with  the  U.S.  Supreme 
Court. 

Federal  Reserve  Board  and  Comptroller  Decisions 

On  April  14,  1997,  the  Federal  Reserve  Board  (FRB) 
affirmed  the  findings  of  fact  and  conclusions  of  law, 
but  overruled  the  recommendation  of  Administrative 
Law  Judge  (ALJ)  Walter  J.  Alprin,  issued  on 
November  25,  1996,  that  Charles  R.  Vickery,  Jr.,  for¬ 
mer  senior  chairman  of  First  National  Bank  of  Bellaire, 
Bellaire,  Texas,  be  prohibited  from  banking  for  a 
three-year  limited  term.  The  ALJ  had  recommended  a 
limited-term  prohibition  because  of  Vickery’s  age,  ill 
health,  and  because  his  actions  did  not  result  in  actu¬ 
al  loss  to  the  bank.  The  FRB  found  that  the  prohibition 
statute  does  not  require  both  personal  financial  gain 


and  loss  to  the  institution  and  consequently  imposed 
a  statutory  lifetime  prohibition  on  Vickery. 

On  January  26,  1997,  the  Comptroller  also  agreed 
with  the  ALJ’s  findings  and  conclusions  of  law,  but 
overruled  the  ALJ’s  recommended  decision  of 
November  25,  1996  that  recommended  assessing  a 
civil  money  penalty  in  the  amount  of  $158,640.  The 
Comptroller  assessed  Vickery  the  $250,000  amount 
charged  in  the  Notice  of  Assessment. 

Both  the  FRB  and  the  Comptroller  agreed  with  the 
ALJ’s  findings  that  Vickery  had  engaged  in  self-deal¬ 
ing  when  he  made  23  loans  totaling  over  $46  million 
to  a  Houston  developer  and  diverted  a  portion  of  the 
title  insurance  premiums  paid  by  the  developer  to 
himself. 

Vickery  has  filed  an  appeal  of  both  decisions  with  the 
D.C.  Circuit  Court  of  Appeals. 

Administrative  Decision 

On  January  31,  1997,  Administrative  Law  Judge 
(ALJ)  Arthur  L.  Shipe  recommended  the  imposition  of 
civil  money  penalties  in  the  amount  of  $10,000 
against  Edward  Towe,  former  president  and  director 
of  the  First  National  Bank  &  Trust,  Wibaux,  Montana, 
and  a  penalty  of  $25,000,  against  Thomas  Towe,  the 
bank’s  former  chairman  of  the  board  and  legal  coun¬ 
sel.  The  ALJ  also  recommended  that  Edward  and 
Thomas  Towe  be  prohibited  from  banking.  The  ALJ 
found  that  the  respondents  violated  the  restrictions  on 
transactions  with  affiliates,  12  USC  371c  and  37 1  c-1 , 
the  restriction  on  bank  investment  in  real  property,  12 
USC  29,  the  requirement  that  banks  file  accurate  call 
reports,  12  USC  161,  violated  a  cease-and-desist 
order  to  which  the  bank  consented  in  1986,  and 
engaged  in  numerous  breaches  of  their  fiduciary  duty 
to  the  bank  and  in  reckless  unsafe  and  unsound 
banking  practices,  including  the  manipulation  and 
falsification  of  bank  records  to  avoid  honoring  IRS 
levies  that  had  been  imposed  upon  Edward  Towe  and 
his  spouse. 

Consent  Orders 

During  the  first  half  of  1997,  the  OCC  settled  the  last 
of  18  enforcement  actions  against  current  and  former 
officers,  directors,  and  independent  contractors  of  a 
national  bank.  The  settlements,  reached  prior  to  the 
issuance  of  notices,  were  predicated  upon  impropri¬ 
eties  that  the  OCC  would  have  alleged  to  have 
occurred  when  the  former  chairman/president 
caused  the  bank  to  enter  into  an  unauthorized  lease 
with  a  company  that  he  controlled  The  OCC  also 
would  have  alleged  that  another  former  director  con¬ 
spired  with  the  former  chairman  to  cause  the  bank  to 
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pay  for  construction  items  that  were  the  financial 
responsibility  of  third  parties  and  to  commit  the  bank 
to  an  unfavorable  $460,000  construction  contract  with 
one  of  the  director's  related  interests.  Furthermore, 
the  OCC  would  have  alleged  that  bank  officers 
ordered  the  removal  and  concealment  of  bank 
records  to  avoid  the  recognition  of  losses  in  the 
bank's  other  real  estate  owned  portfolio. 

The  OCC  secured  $781 ,900  in  restitution  for  the  bank 
from  the  former  chairman,  the  former  director,  and 
their  related  interests.  These  individuals  also  con¬ 
sented  to  prohibitions  from  banking,  and  agreed  to 
pay  $30,000  and  $25,000,  respectively,  in  civil  money 
penalties.  In  addition,  the  current  president  consent¬ 
ed  to  the  issuance  of  a  personal  cease-and-desist 
order,  which,  among  other  things,  prohibits  him  from 
participating  in  any  manner  in  the  management  of 
other  real  estate  owned  at  any  insured  depository 
institution.  He  also  agreed  to  pay  a  $10,000  civil 
money  penalty.  The  remaining  board  members  con¬ 
sented  to  pay  civil  money  penalties,  which  were 
premised  upon  their  failure  to  supervise,  monitor,  and 
control  the  activities  of  the  bank’s  senior  manage¬ 
ment.  In  addition,  the  board,  on  behalf  of  the  bank, 
consented  to  the  issuance  of  a  cease-and-desist 
order,  which  among  other  things,  requires  the  board 
to  replace  the  current  president  and  requires  the 
board  to  take  action  to  protect  the  bank’s  interest  in 
the  transactions  that  served  as  the  basis  for  the 
OCC’s  administrative  actions. 

In  January  1997,  the  OCC  settled  prohibition  and  civil 
money  penalty  actions  against  a  former  director  of  a 
national  bank.  The  former  director  had  participated  in 
a  series  of  nominee  loan  transactions,  which  in  com¬ 
bination  violated  the  bank’s  legal  lending  limit.  Most  of 
the  loan  proceeds  were  used  to  build  and  operate  a 
hardware  store,  in  which  the  former  director  was  a 
partner.  The  former  director  consented  to  a  prohibi¬ 
tion  from  the  banking  industry  and  to  pay  a  civil 
money  penalty  of  $35,000. 

In  March  1997,  prior  to  the  issuance  of  a  notice  of 
charges,  a  foreign  exchange  trader  of  a  federal 
branch  agreed  to  enter  into  a  personal  cease-and- 
desist  order.  The  order  prohibits  the  trader  from 
engaging  in  trading  activity  in  federally  insured  finan¬ 
cial  institutions.  The  OCC  would  have  alleged  that  the 
trader  had  taken  advantage  of  a  flaw  in  the  bank’s 
computer  accounting  system  that  made  his  trades 
look  profitable  when  they  were  not,  because  the  sys¬ 
tem  did  not  account  for  the  interest  costs  of  carrying 
the  trades  leading  to  a  loss  of  approximately 
$436  000 

In  June  1997.  the  former  chairman  of  the  board  of  a 


national  bank  agreed  to  a  prohibition  from  banking 
and  consented  to  pay  a  civil  money  penalty  of  $5,000. 
The  OCC  alleged  that  the  chairman  had  participated 
in  extensions  of  credit  to  a  company  of  which  he  was 
a  40-percent  owner  and  managing  partner,  which 
exceeded  the  general  legal  lending  limit,  12  USC  84, 
and  the  limit  on  extensions  of  credit  to  insiders,  12 
USC  375(b)(1).  The  OCC  also  alleged  that  the  former 
chairman  had  received  the  benefit  of  loans  exceed¬ 
ing  the  limit  on  loans  to  executive  officers,  through 
loans  to  nominees. 

Fast  Track  Enforcement  Program 

The  OCC  recently  implemented  a  Fast  Track  enforce¬ 
ment  program  to  prevent  bank  insiders  and  employ¬ 
ees  who  have  engaged  in  serious  wrongdoing  in  a 
national  bank,  but  who  are  not  being  criminally  pros¬ 
ecuted,  from  becoming  employed  at  other  insured 
financial  institutions.  Under  the  program,  the  OCC 
may  initiate  prohibition  and  restitution  actions  against 
such  individuals.  Potential  enforcement  actions  are 
identified  through  a  review  of  suspicious  activity 
reports  (SARs)  filed  by  OCC-supervised  financial 
institutions.  The  program  supplements,  but  does  not 
replace  or  supersede,  existing  enforcement  policies 
and  procedures  that  arise  in  other  circumstances. 

The  majority  of  Fast  Track  cases  involve  employee 
theft  or  embezzlement  of  bank  funds  from  teller  draw¬ 
ers,  customer  accounts,  or  nominee  loan  schemes. 
The  OCC  obtained  16  consent  prohibition  orders 
through  this  program  in  the  first  half  of  1997.  The  fol¬ 
lowing  are  some  representative  cases: 

•  On  March  20,  1997,  a  former  bank  teller  agreed 
to  a  prohibition  in  connection  with  structuring 
deposits  totaling  $43,400. 

•  On  April  21 ,  1997,  a  former  bank  teller  agreed  to 
a  prohibition  in  connection  with  making  unau¬ 
thorized  withdrawals  of  $8,500  from  a  cus¬ 
tomer’s  account. 

•  In  May  1997,  an  employee  of  a  brokerage  sub¬ 
sidiary  of  a  national  bank  agreed  to  a  prohibition 
from  banking.  The  OCC  would  have  alleged  that 
the  employee  had  taken  $12,168  from  the 
account  of  an  elderly  customer. 

•  On  May  22,  1997,  a  former  employee  of  a 
national  bank  consented  to  a  prohibition  from 
banking.  The  OCC  would  have  alleged  that, 
when  employed  with  the  bank,  the  former 
employee  engaged  in  the  theft  of  $8,000  in  cash 
from  the  bank's  cash  vault.  Attempting  to  con¬ 
ceal  the  theft,  the  employee  altered  bank 
records  but  was  detected  by  bank  surveillance 
cameras. 
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On  August  1,  1997,  the  former  president  and 
CEO  of  a  national  bank  consented  to  a  prohibi¬ 
tion.  The  OCC  would  have  alleged  that  the  pres¬ 
ident  caused  the  bank  to  make  an  unauthorized 
disbursement  of  $15,462  on  a  line  of  credit  that 
had  been  extended  to  the  president  for  the  con¬ 


struction  of  a  new  home.  The  OCC  would  have 
alleged  that  the  former  president  concealed  the 
disbursement  by  placing  a  cashier’s  check  in  a 
transit  account  at  the  bank  over  a  seven-year 
period. 
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Recent  Corporate  Decisions 


Interstate  Transactions 

The  Riegle-Neal  Interstate  Banking  and  Branching 
Efficiency  Act  of  1994  (“Riegle-Neal  Act”)  became 
effective  June  1,  1997,  allowing  banks  to  establish 
interstate  branching  operations  in  states  that  did  not 
pass  legislation  opting-out  of  interstate  banking.  Only 
the  states  of  Texas  (until  9/1999)  and  Montana  (until 
9/2000)  opted-out.  In  the  second  quarter,  the  OCC 
approved  26  Riegle-Neal  transactions  for  23  banking 
companies.  In  addition,  the  OCC  approved  three  30- 
mile  relocations  and  one  merger  involving  a  federal 
thrift  (processed  under  the  provisions  of  12  USC 
215c),  which  was  part  of  a  Riegle-Neal  transaction. 
As  of  June  30,  1997,  there  were  approximately  70 
national  banks  with  interstate  branching  networks. 

Charters 

On  May  9,  1997,  the  OCC  conditionally  approved  the 
charter  for  an  independent  national  trust  bank  in  San 
Antonio,  Texas.  The  OCC  imposed  a  minimum  capi¬ 
tal  floor,  limited  the  amount  of  organizational  expens¬ 
es  that  could  be  booked,  and  required  the  bank  to 
obtain  OCC’s  approval  before  making  any  major 
acquisitions  during  its  first  three  years  of  operations. 
The  special  conditions  were  imposed  to  ensure  that 
capital  is  maintained  at  an  adequate  level  to  cover 
anticipated  operating  losses  during  the  start-up 
phase.  The  OCC  also  wanted  to  ensure  that  asset 
growth  is  managed  and  controlled. 

On  May  13,  1997  and  May  23,  1997,  respectively,  the 
OCC  granted  conditional  approval  for  the  following 
companies  to  establish  national  CEBA  credit  card 
banks:  (1)  First  Union  National  Bank  of  Georgia, 
Augusta,  Georgia — the  credit  card  bank  is  to  be 
located  in  Augusta,  Georgia  and  to  be  a  wholly 
owned  subsidiary  of  the  national  bank;  and  (2) 
Mercantile  Credit  Corporation,  Baton  Rouge, 
Louisiana — the  credit  card  bank  is  to  be  located  in 
Baton  Rouge. 

Merger 

On  April  9,  1997,  the  OCC  granted  approval  for 
Associates  National  Bank  (Delaware),  N.A., 
Wilmington,  Delaware,  to  purchase  substantially  all  of 
the  credit  card  portfolios  of  Texaco  Credit  Card  Bank, 
N.A.,  Omaha,  Nebraska,  and  JCPenney  National 
Bank,  Harrington,  Delaware.  Public  comments  on  the 
applications  were  received  from  Inner  City 
Press/Community  on  the  Move  and  two  Delaware 


community  groups.  The  commenters  were  critical  of 
Associates’  CRA  performance.  The  OCC  conducted 
a  targeted  review  to  investigate  the  issues  raised  by 
the  commenters  and  did  not  find  any  issues  that 
would  cause  the  agency  to  deny  or  conditionally 
approve  the  subject  transactions  or  cause  the  OCC  to 
question  that  Associates’  CRA  performance  was  less 
than  satisfactory. 

Operating  Subsidiary 

On  May  2,  1997,  Bank  One,  Columbus,  N.A., 
Columbus,  Ohio,  received  approval  to  establish  an 
operating  subsidiary  to  reinsure  a  portion  of  the  mort¬ 
gage  insurance  for  loans  originated  or  purchased  by 
the  bank  or  the  bank’s  lending  affiliates.  The  applica¬ 
tion  was  the  third  application  approved  in  reliance  on 
Interpretive  Letter  No.  743  (October  17,  1996).  The 
previous  approvals  were  granted  to  Chase  Manhattan 
Bank  USA,  N.A.,  Wilmington,  Delaware,  on  January 
22,  1997,  and  PNC  Bank,  N.A.,  Pittsburgh, 

Pennsylvania,  on  March  17,  1997. 

Capital 

On  June  20,  1997  Aurora  National  Bank,  Aurora, 
Colorado,  received  approval  to  elect  the  corporate 
governance  provisions  of  Colorado  law,  and  com¬ 
plete  a  reverse  stock  split  in  accordance  with  those 
provisions.  The  bank  proposed  the  reverse  stock  split 
to  enable  the  holding  company  to  increase  its  owner¬ 
ship  of  the  bank  to  100  percent  and  convert  to  a 
Subchapter  S  corporation  to  decrease  taxes  and 
expenses.  Dissenters’  rights  for  bank  shareholders 
under  Colorado  law  afforded  comparable  protection 
to  the  dissenters’  rights  provisions  in  the  National  Bank 
Act.  This  was  the  first  application  for  a  reverse  stock 
split  approved  in  reliance  on  Interpretive  Letter  No. 
786  (June  9,  1997),  which  concluded  that  a  national 
bank  may  elect  corporate  governance  provisions  of 
state  law,  and  complete  a  reverse  stock  split  in  accor¬ 
dance  with  those  provisions,  provided  state  law  pro¬ 
vides  reasonable  dissenters  rights  and  the  bank  has  a 
legitimate  business  purpose  for  the  transaction. 

Decision  Related  to  the  Community 
Reinvestment  Act 

On  April  30,  1997,  the  OCC  conditionally  approved 
an  application  by  City  National  Bank  of  Kilgore, 
Kilgore,  Texas  (CNB),  to  establish  a  branch  in  the 
northern  portion  of  neighboring  Longview,  lexas.  The 
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Urban  League  of  East  Texas  had  protested  the  appli¬ 
cation  alleging  poor  lending  performance  by  CNB  in 
south  Longview  and  discriminatory  credit  practices. 
The  OCC  held  private  meetings  and  conducted  a  tar¬ 
geted  examination.  The  examination  found  that  while 
CNB's  overall  CRA  performance  continues  to  be 


"Satisfactory,”  its  lending  in  South  Longview  was  low. 
The  conditional  approval  required  CNB  to  provide  the 
OCC  with  a  plan  of  action  to  better  serve  the  credit 
needs  of  residents  and  businesses  located  in  low- 
and  moderate-income  sections  of  Longview. 
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Statement  required  by  12  USC  250:  The  views 
expressed  herein  are  those  of  the  Office  of  the 
Comptroller  of  the  Currency  (OCC)  and  do  not  nec¬ 
essarily  represent  the  views  of  the  President. 

Mr.  Chairman  and  members  of  the  subcommittee,  I 
appreciate  this  opportunity  to  testify,  as  you  request¬ 
ed,  on  recent  regulatory  actions  by  the  OCC.  You 
have  expressed  particular  interest  in  the  OCC's 
recent  revisions  to  Part  5,  our  regulation  that  governs 
corporate  applications.  I  welcome  the  opportunity  to 
describe  our  actions,  which  are  designed  to  maintain 
a  safe  and  sound  national  banking  system  that  serves 
America’s  communities  and  consumers  within  the 
context  of  a  continually  evolving  economy. 

Through  the  years,  the  banking  industry  has  faced 
numerous,  increasingly  rapid,  changes,  each  result¬ 
ing  in  new  challenges  to  the  long-term  health  of  the 
industry.  Recently,  competition  within  the  industry 
increasingly  has  been  augmented  by  competition 
from  new  participants  that  are  able  to  target  selec¬ 
tively  segments  of  markets  traditionally  served  by 
banks.  Competition  is  not  merely  regional  or  national, 
but  global.  Underlying  all  this,  rapid  advances  in 
technology  are  fundamentally  changing  the  nature  of 
how  information  is  created,  processed,  and  deliv¬ 
ered — the  heart  of  what  banks  do.  Banks  can  meet 
these  challenges,  remain  safe  and  sound,  and  prof¬ 
itably  serve  the  needs  of  consumers  and  businesses 
only  if  lawmakers  and  regulators  take  a  flexible  and 
adaptable  view  of  both  the  business  and  the  supervi¬ 
sion  and  regulation  of  banking. 

The  basic  authority  under  which  the  OCC  and  the 
national  banking  system  operate  is  the  National 
Currency  Act  of  1863.1  It  was  based  on  the  belief  that 
a  safe,  stable  system  of  national  banks  was  indis¬ 
pensable  to  our  country’s  economic  future.  But 
Congress  intended  that  the  particulars  of  the  law, 
specifying  what  the  national  banks  could  and  could 
not  do,  would  evolve  with  the  demands  of  experience. 
The  national  banking  laws  also  endowed  the 
Comptroller  with  a  large  measure  of  independence 
and  discretion  in  regulating  the  system  under  his 
care.  Four  unanimous  Supreme  Court  decisions  have 


tThe  National  Currency  Act  of  1863  was  revised  in  1864  and 
renamed  the  National  Bank  Act. 


recently  reaffirmed  the  OCC’s  interpretation  of  the 
scope  and  evolutionary  nature  of  the  national  bank 
charter. 

The  laws  and  regulations  governing  the  national 
banking  system  have  changed  dramatically  over  the 
years,  as  the  drafters  of  the  National  Bank  Act  envi¬ 
sioned.  In  making  these  changes,  Congress  and  the 
OCC  have  always  been  guided  by  the  belief  that 
national  banks  have  a  critical  role  to  play  in  fostering 
the  economic  health  of  our  nation.  That  banks  today 
do  not  look  or  act  like  they  did  134  years  ago  would 
be  a  source  of  satisfaction  to  those  who  created  the 
system  to  endure  and  adapt  to  changing  times. 

As  the  banking  industry  evolves  to  meet  the  changing 
needs  of  the  economy,  so  too  must  bank  supervision 
evolve,  and  in  my  term  as  Comptroller  we  have  taken 
many  steps  to  do  just  that.  Just  as  a  failure  to  change 
would  make  banking  less  relevant  to  the  needs  of  the 
economy,  a  failure  to  change  would  make  bank 
supervision  less  effective  in  assuring  safety  and 
soundness.  Banking  supervision  must  therefore  be  a 
dynamic  process. 

We  all  remember  that  the  industry  was  going  through 
difficult  times  when  I  took  office  four  years  ago.  There 
were  numerous  bank  failures,  complaints  from  small 
businesses  and  consumers  about  a  credit  crunch, 
and  concerns  in  the  banking  industry  and  Congress 
about  excessive  regulatory  burden.  Community  orga¬ 
nizations  were  concerned  about  fair  lending  compli¬ 
ance,  and  both  community  organizations  and  banks 
agreed  that  the  Community  Reinvestment  Act  (CRA) 
regulations  were  not  as  effective  as  they  should  be. 

We  have  worked  hard  to  address  these  issues  and  to 
refocus  and  retool  OCC  supervision.  The  results  of 
the  changes  and  innovations  we  have  made  to  our 
approach  to  supervision  are  evident  in  the  perfor¬ 
mance  of  the  national  banking  system.  Today  we  find 
a  banking  system  that  is  not  only  highly  profitable  and 
healthy,  but  also  one  that  is  far  better  capitalized 
Bank  failures  in  1996  were  at  a  20-year  low.  The  OCC 
also  has  increased  its  enforcement  of  fair  lending 
laws.  Before  my  arrival  at  the  OCC,  the  OCC  had 
referred  only  one  fair  lending  case  to  the  Department 
of  Justice.  Since  1993,  we  have  referred  23  cases 
Credit  is  flowing  smoothly — small  business  loans. 
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which  are  reported  every  June,  increased  31  percent 
over  the  three  years  ending  June  1996. 

We  have  increased  supervisory  and  regulatory  effi¬ 
ciency  in  numerous  ways,  for  example,  by  reviewing 
all  of  our  rules  and  creating  an  ombudsman  program. 
We  have  revised  the  CRA  regulations,  and  one  result 
has  been  that  mortgage  lending  to  low-  to  moderate- 
income  individuals  has  increased  dramatically.  Since 
CRA  became  law  in  1977,  we  have  witnessed  over 
$140  billion  of  loan  commitments  for  community 
development.  Remarkably,  $100  billion — a  full  70  per¬ 
cent  of  the  total — was  made  in  the  past  three  years 
alone.  Also,  before  I  became  Comptroller  in  1993, 
banks  had  invested  less  than  $1  billion  in  community 
development  projects;  but  since  then,  national  banks 
and  their  community  development  partners  have 
made  targeted  investments  of  over  $4  billion. 

While  we  are  proud  of  our  accomplishments,  we  are 
not  complacent.  Now,  while  the  industry  is  strong,  we 
must  keep  a  vigilant  watch  for  emerging  risks,  and  we 
must  make  productive  use  of  the  time  to  reflect  on 
what  banking  is,  how  the  industry  is  changing,  and 
what  we  as  regulators  must  do  to  maintain  safety  and 
soundness.  The  mission  of  the  OCC,  however, 
remains  constant:  to  charter,  regulate,  and  supervise 
national  banks  to  ensure  a  safe,  sound,  and  compet¬ 
itive  national  banking  system  that  supports  the  citi¬ 
zens,  communities,  and  economy  of  the  United 
States.  To  this  end,  early  in  my  term  I  outlined  four 
basic  principles,  or  pillars,  that  have  guided  the 
actions  we  have  taken  to  ensure  both  the  industry  and 
our  supervision  keep  pace  with  a  changing  environ¬ 
ment: 

•  Ensure  bank  safety  and  soundness  to  support  a 
strong  national  economy; 

•  Foster  competition  by  allowing  banks  to  offer 
new  products  and  services  to  their  customers 
as  long  as  banks  have  the  expertise  to  manage 
the  risks  effectively  and  to  provide  the  neces¬ 
sary  consumer  protections; 

•  Improve  the  efficiency  of  bank  supervision  and 
reduce  burden  by  streamlining  supervisory  pro¬ 
cedures  and  regulations;  and 

•  Assure  fair  access  to  financial  services  for  all 
Americans  by  enforcing  CRA  and  fair  lending 
laws,  and  encouraging  national  bank  involve¬ 
ment  in  community  development  activities. 

The  remainder  of  my  statement  will  begin  by  elabo¬ 
rating  further  about  the  nature  of  changes  currently 
affecting  the  banking  industry  and  why  I  am  con¬ 
cerned  about  the  impact  of  these  trends  on  the  safe¬ 


ty  and  soundness  of  the  industry.  Next,  I  will  describe 
highlights  of  the  regulatory  and  supervisory  actions 
that  the  OCC  has  undertaken  over  the  past  four  years 
in  accordance  with  the  four  principles  I  just  outlined. 
As  you  requested  in  your  letter  of  invitation,  I  will  focus 
on  recent  OCC  actions,  and  in  a  separate  section,  I 
will  describe  the  OCC's  revised  Part  5  regulation. 
Finally,  I  will  summarize  some  of  the  efforts  currently 
underway  to  prepare  the  agency  for  what  I  believe  are 
the  formidable  challenges  of  the  future/' 

Ensuring  Safety  and  Soundness  in  a 
Changing  Environment 

Competitive  challenges  through  history.  In  prescrib¬ 
ing  a  framework  for  bank  powers  and  a  rigorous  pro¬ 
gram  of  federal  supervision,  the  founders  of  national 
banking  law  were  reacting  to  the  instability  and  lack 
of  uniformity  in  American  banking  before  the  Civil 
War.  In  their  world,  public  confidence  in  banking  was 
synonymous  with  liquidity.  Therefore,  the  law  required 
national  banks  to  hold  large  reserves  against 
deposits  and  restricted  national  banks  to  loans  that 
could  be  readily  turned  into  cash.  Accordingly,  most 
real  estate  loans  were  forbidden  by  law,  and  OCC 
examiners  were  quick  to  criticize  commercial  loans 
that  extended  for  more  than  the  customary  30  or  60 
days.  Consistent  with  the  intent  of  Congress,  the  OCC 
moved  decisively  to  curb  banking  practices  which,  in 
the  conservative  context  of  the  times,  it  viewed  as 
dangerously  venturesome.  In  1873,  Comptroller  John 
Jay  Knox  deplored  the  payment  of  interest  on 
deposits  which,  in  his  view,  had  “done  more  than  any 
other  to  demoralize  the  practice  of  banking.”  By  the 
same  token,  the  OCC  would  have  criticized  national 
banks  for  making  retail  loans  for  consumer  durable 
goods  or  home  improvements  had  national  banks 
been  making  any  such  loans. 

Today,  no  one  would  deny  that  sound  mortgage  lend¬ 
ing,  consumer  lending,  competition  for  deposits,  and 


^Attachment  1  contains  a  detailed  listing  of  our  actions  to 
improve  access  to  credit  and  enhance  safety  and  soundness 
["Significant  OCC  Actions,  1993-1997:  Ensuring  Safety  and 
Soundness  and  Ensuring  Fair  Access’’].  Attachment  2  contains  an 
analysis  of  the  OCC’s  legal  authority  to  undertake  revisions  to  Part 
5  [Memorandum  from  Julie  L.  Williams,  Chief  Counsel,  to  Eugene 
A.  Ludwig,  Comptroller  of  the  Currency,  re:  Legal  Authority  for 
Revised  Operating  Subsidiary  Regulation,  dated  November  18. 
1996],  and  Attachment  3  contains  a  paper  analyzing  and  refuting 
the  recently  advanced  argument  that  bank  subsidiaries  have  an 
inherent  advantage  over  bank  holding  company  affiliates  and  non¬ 
bank  competitors  by  virtue  of  a  safety  net  subsidy  ["Analysis  of  the 
Safety  Net  Subsidy  Issue,"  prepared  by  OCC  staff.  April  1997] 
[Attachments  omitted;  for  copies,  send  written  request  for  attach 
ments  to  News  Release  97  42  to  the  Public  Reference  Room. 
Communications  Division,  Washington,  DC  20219  or  by  fax  at  (202) 
874-4448  or  e-mail  to  Kevin. Satterfield<@occ  treas  gov  ] 
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many  other  activities  that  would  once  have  been 
frowned  upon  are  necessary  and  proper  activities  for 
commercial  banks.  Had  national  banks  been  unable  to 
respond  to  the  legitimate  demands  of  our  people  and  to 
the  competitive  challenges  of  other  financial  providers, 
they  would  not  exist  today,  and  American  businesses 
and  consumers  would  be  the  worse  for  banking's 
demise.  But  because  the  laws  and  regulations  have 
been  amenable  to  change,  national  banks  have  been 
able  to  continue  making  important  contributions  to  the 
growth  of  our  communities  and  our  nation. 

Current  competitive  factors.  As  I  have  mentioned,  the 
banking  industry  of  the  twenty-first  century  is  being 
shaped  by  an  unprecedented  combination  of  pres¬ 
sures.  Although  we  cannot  know  precisely  how  the 
business  of  banking  will  change,  we  can  be  confident 
that  change  will  occur  and  that  banks  will  have  to 
adjust  to  new  competitive  challenges.  To  underscore 
the  importance  of  providing  banks  with  opportunities 
to  meet  new  competitive  challenges,  let  me  cite  four 
examples  that  demonstrate  that  we,  as  regulators  and 
legislators,  must  continue  to  re-think  what  a  bank  is  in 
today’s  environment. 

First,  commercial  banking,  in  essence,  is  an  informa¬ 
tion  business.  In  the  course  of  servicing  depositors 
and  financing  borrowers,  banks  have  access  to  con¬ 
sumer  and  business  information  unavailable  to 
would-be  competitors.  But  this  competitive  edge  is 
dwindling  in  today’s  information-driven  economy.  The 
information  needed  to  make  prudent  and  profitable 
loans  is  now  more  easily  available,  and  less  costly  to 
access,  than  ever  before.  Increasingly,  competition 
comes  from  companies  that  have  not  been  traditional 
financial  services  providers,  such  as  telecommunica¬ 
tions  companies  and  software  development  firms,  as 
technological  changes  impact  the  production,  pack¬ 
aging,  and  delivery  of  financial  services,  and  these 
new  competitors  are  transforming  the  banking  indus¬ 
try  in  a  number  of  profound  ways. 

As  part  of  this  transformation,  banks  now  outsource  a 
growing  portion  of  the  tasks  necessary  to  produce 
and  distribute  financial  services,  and  perform  fewer 
of  these  tasks  internally.  This  stands  in  direct  contrast 
to  the  production  methods  used  by  commercial 
banks  for  decades.  Today,  banks  are: 

•  purchasing  short-term  funds  in  the  open  market 
rather  than  financing  loans  with  core  deposits; 

•  securitizing  loans  rather  than  holding  loans  in 
portfolio; 

•  contracting  with  others  to  service  loans  because 
of  scale  economies  rather  than  servicing  them 
at  the  bank;  and 


•  using  automated  teller  machines  (ATMs)  owned 
by  nonbanks,  networks  of  electronic  switches 
owned  by  non-  banks,3  the  Internet,  and  home 
banking  software  developed  and  maintained 
by  nonbanks,  rather  than  simply  owning  ATMs 
and  operating  a  distribution  network  of  branch 
facilities. 

Technological  advancements  have  allowed  banks  to 
move  away  from  vertically  integrated  production  and 
distribution  methods.  Some  predict  that  this  nexus  of 
ATMs,  electronic  switches,  and  home  computers  will 
radically  transform  the  financial  services  industry,  with 
today’s  commercial  banks  becoming  ‘contract  banks’ 
that  produce  very  little  themselves.  These  ‘virtual  banks’ 
would  add  value  by  accessing  information  about  sup¬ 
pliers  of  various  financial  inputs  and  delivering  this  infor¬ 
mation  to  end  users  through  electronic  interfaces.4 

Of  course,  we  must  be  careful  not  to  overstate  the 
extent  of  change  in  the  short  term.  Traditional 
strengths  and  methods  of  banking  will  not  change 
overnight.  For  example,  it  is  unlikely  that  the  swift 
pace  of  technological  change  and  access  to  informa¬ 
tion  will  completely  erase  the  informational  advan¬ 
tages  fundamental  to  banking.  In  addition,  banks  may 
soon  be  able  to  combine  technological  advances 
with  their  customer  relationships  to  retain  the  informa¬ 
tional  and  competitive  advantage  in  some  lines  of 
business.  Moreover,  loan  securitization  has  its  limits — 
some  loans  are  simply  so  specialized  and  heteroge¬ 
neous  that  securitization  is  not  economical. 
Nevertheless,  it  is  essential  to  appreciate  that  tech¬ 
nological  change  is  profoundly  changing  the  financial 
services  industry,  and  in  particular,  banking. 

Second,  even  without  significant  legal  or  regulatory 
change,  economic  globalization  has  made  financial 
services  markets  increasingly  competitive.  A  1994 
OCC  study  of  foreign  banks  operating  in  the  United 
States  reported  that  foreign  banks’  share  of  the  U.S. 
commercial  and  industrial  loan  market  grew  from  16 
percent  in  1983  to  39  percent  in  1993. 5 

Third,  the  mix  of  products  and  services  that  con¬ 
sumers  of  financial  services  want  and  need  has 
changed  and  will  continue  to  change  in  the  future. 
Changing  demographics  affect  the  business  of  bank¬ 
ing.  For  example,  today,  12  million  American  house- 


^For  example,  VISA,  MasterCard,  EDS,  and  ADP 

4  See  David  Llewellyn,  “Banking  in  the  21st  Century  The 
Transformation  of  an  Industry,"  presented  at  the  49th  International 
Banking  Summer  School,  Sorrento,  Italy,  June  4,  1996 

5|\lolle,  Daniel  E.  "Are  Foreign  Banks  Out-Competing  U.S  Banks 
in  the  U.S.  Market?"  Economics  and  Policy  Analysis  Working  Paper 
94-5,  May  1994. 
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holds,  many  of  which  are  minority  families,  do  not 
even  have  deposit  accounts  with  a  financial  institu¬ 
tion  According  to  some  projections,  by  the  year 
2010,  one-third  of  the  U.S.  population  will  be  minority. 
Success  for  any  retail  industry  is  not  simply  a  ques¬ 
tion  of  serving  its  established  markets  but  reaching 
out  for  new  customers  and  turning  them  into  prof¬ 
itable  or  more  profitable  relationships.  In  order  to 
remain  viable  and  relevant,  the  country’s  banking 
industry  must  develop  relationships  now  with  under¬ 
served  or  unserved  customers  and  the  fastest  grow¬ 
ing  segments  of  our  population. 

Another  important  trend  is  that  the  population  distrib¬ 
ution  in  the  United  States  is  shifting  as  the  baby- 
boomer  population  ages.  Consumers  demand  differ¬ 
ent  products  as  they  enter  new  phases  in  their  lives. 
As  technological  changes  have  improved  the  dis¬ 
semination  of  information,  for  example,  consumers 
have  learned  they  have  a  variety  of  investment 
options  and  opportunities  for  their  retirement  savings. 
Correspondingly,  there  has  been  a  migration  of  sav¬ 
ings  from  insured  deposits  to  mutual  funds  that  offer 
an  array  of  investment  and  risk/reward  profiles.  Last 
year,  for  the  first  time  in  the  history  of  the  United 
States,  assets  held  in  mutual  funds  exceeded  assets 
held  in  insured  deposits,  as  shown  in  Figure  1. 

Figure  1 — Bank  time  deposits  vs.  mutual  fund  assets 

S  Billions 


Source  Investment  Company  Institute  and  various  Call  Reports 

Furthermore,  the  percentage  of  household  financial 
assets  invested  in  bank  deposits  decreased  from  36 
percent  in  1975  to  18  percent  in  1995,  as  shown  in 
Figure  2  These  represent  major  shifts  in  the  primary 
source  of  bank  funding. 

Finally,  for  the  last  several  decades,  more  and  more  of 
what  used  to  be  the  core  business  of  commercial 
banking— lending  money  to  business— has  declined, 
as  businesses  are  accessing  the  capital  markets 
directly  (Figure  3).  Growth  in  securitization,  brought 
about  by  technological  advancements,  has  eroded 
the  comparative  advantage  once  held  by  banks.  The 
capita  markets  have  appropriated  the  industry’s  most 
creditworthy  business,  because  information  is  most 


Figure  2 — Household  financial  assets 
1975  1995 
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Source:  Flow  of  Funds  Report,  Board  of  Governors  of  the  Federal  Reserve  System,  First  Quarter,  1996 


Figure  3 — Commercial  paper  and  bank  C&l  loans 

$  Billions 


Source  Flow  of  Funds  Report.  Board  of  Governors  of  the  Federal  Reserve  System, 
and  various  Call  Reports 


Figure  4 — Market  share  of  assets 

(Held  by  Financial  Institutions) 


Percentage 


Source  Flow  of  Funds  Report,  Board  of  Governors  of  the  Federal  Reserve  System,  various  years 

readily  available  for  this  portion  of  the  market.  Now, 
U.S.  banks  face  competition  from  non-U. S.  banks  and 
from  domestic  and  foreign  non-bank  financial  ser¬ 
vices  companies,  such  as  investment  banks,  securi¬ 
ties  houses,  and  insurance  companies.  As  Figure  4 
indicates,  the  share  of  assets  of  all  financial  institu¬ 
tions  held  by  banks  continues  to  decline. 

Banks  have  responded  to  these  changes  by  seeking 
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new  sources  of  income.  The  banking  industry  today 
looks  extremely  profitable  and  competitive.  What  isn’t 
clear  from  looking  simply  at  the  bottom  line  is  the 
extent  to  which  the  composition  of  bank  earnings 
today  is  different  from  the  past.  As  an  example,  Figure 
5  shows  that  fee  income  is  a  much  higher  percentage 
of  revenue  today  than  in  the  past. 


Figure  5 — Moninterest  income  to  total  income 

Percentage 


Note  Total  Income  is  defined  as  the  sum  of  interest  and  noninterest  income. 

Source:  Call  Reports. 

As  the  supervisor  of  the  national  banking  system,  I  am 
vitally  interested  that  banks  have  the  opportunity  to 
respond  to  these  changes  and  to  continue  to  play 
their  critical  role  in  the  nation’s  economy.  It  is  trou¬ 
bling,  therefore,  that  a  combination  of  forces  impede 
the  opportunities  for  banks  to  adapt  their  business 
practices  prudently.  Without  those  opportunities, 
banks  will  continue  to  face  shrinking  revenue 
prospects  from  their  traditional  lines  of  business.  A 
lack  of  such  opportunities  creates  incentives  for 
banks  to  reach  ever  farther  out  on  the  risk  curve  to 
generate  profits  and  attractive  returns  on  capital  and 
they  can  disrupt  the  safety  and  soundness  of  the 
national  banking  system. 

Because  prudent  evolution  is  critical  to  long-term 
safety  and  soundness,  every  regulator  must  be  con¬ 
cerned  about  these  trends.  We  must  consider  the 
implications  for  our  communities,  our  businesses, 
and  the  economy.  The  actions  taken  by  the  OCC  over 
the  past  four  years,  which  I  will  now  summarize,  were 
taken  in  this  context,  in  order  to  make  our  supervision 
meaningful  and  ensure  the  banking  industry  remains 
relevant. 

OCC  Actions 

As  I  noted  previously,  the  OCC  has  four  pillars  that 
provide  a  framework  to  guide  us  in  keeping  pace  with 
the  evolution  of  the  market  in  supervising  the  national 
banking  system.  The  pillars  support  and  complement 
each  other.  For  example,  banks  cannot  fulfill  their  role 


in  assuring  access  to  financial  services  for  all 
Americans  if  they  act  in  an  unsafe  and  unsound  man¬ 
ner,  nor  can  they  be  safe  and  sound  if  they  are  unable 
to  compete  in  this  changing  environment.  It  is  critical 
that  policy  makers  not  lose  sight  of  these  realities 
when  determining  the  outcome  of  any  financial  mod¬ 
ernization  efforts.  In  addition,  banks  should  not  be 
unduly  burdened  by  inefficient  supervision  and  regu¬ 
lation,  because  it  can  weaken  their  competitive  abili¬ 
ty  and  detracts  from  their  focus  on  assuring  fair 
access  to  financial  services  in  a  safe  and  sound  man¬ 
ner.  Most  important,  safety  and  soundness  is  para¬ 
mount  if  banks  are  to  fulfill  their  fundamental  role  in 
the  economy. 

Assure  Fair  Access  to  Financial  Services  for  All 
Americans 

In  the  four  years  I  have  been  Comptroller,  I  have  stat¬ 
ed  repeatedly  that  one  of  my  goals  for  the  OCC  was 
to  help  ensure  in  this  changing  environment  that  all 
Americans  receive  fair  access  to  financial  services. 
That  is  the  law,  but,  more  fundamentally,  it  is  the  right 
thing  to  do.  Banks  perform  a  vital  role  in  the  economy, 
and,  because  of  that,  they  remain  closely  connected 
to  their  communities.  It  is  critical  to  preserve  this  link¬ 
age,  especially  in  light  of  the  changing  demographics 
I  mentioned  earlier,  so  that  all  of  our  citizens  have  a 
safe  haven  for  their  savings  and  are  able  to  partici¬ 
pate  fully  in  our  economy.  Under  this  pillar,  we  have 
revised  our  CRA  regulations,  encouraged  national 
bank  involvement  in  community  development  activi¬ 
ties,  stepped  up  our  enforcement  of  CRA  and  fair 
lending  laws,  and  issued  various  types  of  guidance  to 
protect  the  interests  of  consumers. 

CRA.  Congress  reaffirmed  the  important  responsibili¬ 
ty  that  banks  have  to  serve  their  local  communities 
when  it  passed  the  CRA  in  1977.  As  noted  earlier, 
however,  the  regulations  to  implement  CRA  that  were 
in  place  when  I  became  Comptroller  were  not  as 
effective  as  they  could  have  been.  Though  well-inten¬ 
tioned,  they  were  in  many  respects  counterproduc¬ 
tive,  primarily  because  they  focused  on  process 
rather  than  performance.  More  important,  no  one  was 
satisfied  with  how  the  agencies  implemented  CRA— 
not  the  banks,  not  the  public,  not  our  examiners.  As 
you  know,  there  were  many  who  preferred  that  the 
regulators  simply  do  away  with  CRA.  I  strongly 
believed  that  CRA  could  and  should  work  for  all  of  us, 
and  so  I  led  an  interagency  effort  to  improve  the 
effectiveness  of  CRA. 

To  revise  the  CRA  regulations  so  they  would  be  effec¬ 
tive  and  accepted,  we  held  town  meetings  across  the 
country  to  hear  from  everyone  with  a  stake  in  the  new 
CRA,  and  we  put  our  proposed  solution  out  twice  for 
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public  comment.  In  1993,  we  held  seven  public  hear¬ 
ings  on  CRA  reform,  and  we  received  hundreds  of 
comments  from  the  public.  This  process  enabled  us 
to  move  beyond  confrontation,  and  our  efforts  are 
being  rewarded  by  the  creation  of  effective  partner¬ 
ships — partnerships  that  are,  today,  growing  in 
strength  and  helping  to  rebuild  communities.  We 
believe  the  new  regulation  will  substantially  ease  the 
industry’s  compliance  burden  and  lead  to  more  con¬ 
sistent  and  more  meaningful  regulatory  assessments 
of  CRA  performance.  The  increased  attention  given  to 
this  area  has  had  concrete  results,  providing  new 
opportunities  for  many  to  participate  in  the  American 
dream  of  home  ownership:  home  mortgage  loans  to 
low-  to  moderate-  income  census  tracts  increased  22 
percent  from  1993  to  1995,  more  than  twice  the  10 
percent  increase  across  all  census  tracts,  as  shown 
below  in  Figure  6. 6  Also,  in  the  past  three  years, 
banks’  loan  commitments  have  totaled  $100  billion, 
representing  70  percent  of  all  reinvestment  commit¬ 
ments  since  enactment  of  the  CRA. 


Figure  6 — Increased  home  purchase  loans 
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Community  development.  Similarly,  in  the  community 
development  area,  we  have  worked  hard  to  help 
move  banks  and  community  organizations  from  con¬ 
frontation  to  partnership.  Last  fall,  we  revised  the 
OCC’s  Part  24  regulation,  which  governs  national 
bank  investments  in  community  development  corpo¬ 
rations  and  community  development  projects.  The 
revised  Part  24  facilitates  bank  community  develoo- 
ment  investments  by  eliminating  requirements  for 
unnecessary  applications  in  favor  of  a  certification 
process  in  many  instances  and  streamlining  them  in 
others  The  final  regulation  also  relaxed  restrictions  on 
the  reinvestment  of  the  proceeds  of  these  invest¬ 
ments  in  an  effort  to  attract  new  capital. 


^Source  Home  Mortgage  Disclosure  Act  (HMDA)  data 


Early  this  year,  we  published  a  revised  edition  of 
Community  Development  Finance:  Tools  and 
Techniques  for  National  Banks,  a  reference  document 
on  community  development  first  published  by  the 
agency  in  1989.  The  booklet  includes  examples  of  the 
basic  strategies  national  banks  use  to  cultivate  com¬ 
munity  development  lending  and  investment  opportu¬ 
nities.  It  also  provides  new  information  on  safe  and 
sound  approaches  to  meeting  community  develop¬ 
ment  credit  and  investment  needs  in  today’s  market¬ 
place,  and  a  listing  of  community  development 
resources.  As  well,  we  have  sponsored  various  con¬ 
ferences  and  educational  symposia  on  community 
development  issues,  including  a  conference  with  over 
500  attendees  in  early  1996. 

The  national  banking  system  can  take  pride  in  the 
results  of  these  efforts.  National  banks  of  all  sizes 
throughout  the  country  are  supporting  a  variety  of 
community-based  partnerships  that  provide  special 
financing  for  low-  and  moderate-income  housing, 
small  and  minority  business  development,  neighbor¬ 
hood  and  commercial  revitalization,  and  industrial 
development.  As  an  example,  one  consortium  of 
banks  and  thrifts  in  Detroit  recently  committed  to  lend 
$1  billion  over  the  next  ten  years  in  the  city’s  empow¬ 
erment  zone.  Since  I  became  Comptroller  in  1993, 
national  banks  and  their  community  development 
partners  have  made  targeted  investments  of  over  $4 
billion  in  “public  welfare”  investments  alone.  In  1996 
alone,  we  approved  187  national  bank  community 
development  corporations  and  projects,  with  invest¬ 
ments  for  the  year  totaling  $1.4  billion. 

Fair  lending.  Over  the  past  four  years,  the  OCC  also 
undertook  a  number  of  measures  to  improve  our 
enforcement  of  fair  lending  laws.  We  issued  new  pro¬ 
cedures  to  detect  lending  discrimination,  and  the  OCC 
has  conducted  over  3,000  fair  lending  examinations 
using  the  new  procedures.  Along  with  new  examination 
procedures,  we  have  used  mystery  shoppers  to  test  for 
the  presence  of  discriminatory  lending  behavior,  and 
we  have  encouraged  banks  to  self-test.  Also,  as  I 
noted  earlier,  since  April  1993  the  OCC  has  made  23 
referrals  to  the  Department  of  Justice,  or  notified  the 
Department  of  Housing  and  Urban  Development,  of 
national  banks  in  violation  of  fair  lending  laws. 

Furthermore,  OCC  economists  have  begun  to  partic¬ 
ipate  in  fair  lending  examinations,  employing  statisti¬ 
cal  models  to  supplement  judgmental  evaluations  in 
checking  for  the  presence  of  discriminatory  behavior. 
These  models  increase  the  efficiency  of  our  examina¬ 
tion  effort,  both  by  pre-screening  banks  to  find  possi¬ 
ble  discriminatory  behavior  and  then  to  guide  us  in 
completing  our  actual  examinations  in  a  highly  effi¬ 
cient,  objective  manner. 
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Along  with  the  Secretary  of  the  Department  of 
Housing  and  Urban  Development  (HUD)  and  the 
Attorney  General,  in  1993  I  initiated  an  Interagency 
Task  Force  on  Fair  Lending  to  deter  lending  discrimi¬ 
nation.7  This  task  force  has  undertaken  a  comprehen¬ 
sive  review  of  fair  lending  enforcement  and  issued  a 
joint  policy  statement  on  lending  discrimination.  In 
addition,  starting  this  past  January,  a  separate  intera¬ 
gency  group  of  economists  and  statisticians  has 
commenced  meeting  to  exchange  ideas  regarding 
the  approaches  and  statistical  techniques  they 
employ  in  their  fair  lending  exams.8  Most  important, 
these  task  forces  have  provided  the  agencies  that  are 
responsible  for  fair  lending  enforcement  with  a  means 
to  exchange  information  and  enhance  their  ability  to 
work  together  toward  a  common  goal. 

As  a  result  of  the  OCC’s  efforts  to  improve  access  to 
financial  services,  we  have  seen  an  increase  in  lend¬ 
ing  to  minorities.  Mortgage  loans  to  all  minorities 
increased  33  percent  from  1993  to  1995,  three  times 
the  increase  in  overall  mortgage  lending,  as  shown  in 
Figure  7. 9 

Figure  7 — Increased  home  purchase  loans 


%  change 


Consumer  protection.  To  protect  the  interests  of  con¬ 
sumers,  we  issued  new  compliance  examination  pro¬ 
cedures  in  August  1993  and  have  issued  a  series  of 
guidance  to  our  examiners,  consumers  and  the 


7ln  addition  to  the  OCC,  this  group  includes  the  Federal  Reserve 
Board,  the  Federal  Deposit  Insurance  Corporation,  the  Office  of 
Thrift  Supervision,  the  National  Credit  Union  Association,  the  Office 
of  Federal  Flousing  Enterprise  Oversight,  the  Federal  Housing 
Finance  Board,  the  Departments  of  Justice  and  HUD,  and  the 
Federal  Trade  Commission. 

8This  interagency  group  includes  representatives  of  the  OCC,  the 
Federal  Reserve  Board,  the  Federal  Deposit  Insurance 
Corporation,  the  Office  of  Thrift  Supervision,  and  the  Federal  Trade 
Commission. 

9Source:  HMDA  data. 


industry.  In  the  fall  of  1993,  we  issued  guidance  for 
consumers  about  the  differences  between  mutual 
funds  and  insured  accounts.  We  followed  up  on  that 
effort  by  issuing  an  interagency  statement  offering 
uniform  guidance  on  the  sales  of  mutual  funds.  In 
1994,  the  OCC  undertook  a  review  of  bank  mutual 
fund  advertisements  and  marketing  materials,  to 
ensure  conformity  with  the  earlier  guidance  issued. 
Over  700  national  banks  engaged  in  the  retail  sale  of 
mutual  funds  voluntarily  submitted  materials  for  this 
effort.  I  initiated  meetings  based  on  the  results  of  our 
findings  with  bank  trade  associations  to  address  our 
concerns  and  establish  disclosure  standards,  and 
spearheaded  efforts  to  require  bank  retail  securities 
sales  personnel  to  take  the  National  Association  of 
Securities  Dealers  Series  6  and  Series  7  examina¬ 
tions.  We  also  reached  an  agreement  among  the 
bank  regulatory  agencies  and  the  National 
Association  of  Securities  Dealers  in  1995  concerning 
mutual  fund  broker-dealer  compliance  examinations. 

We  also  issued  revised  credit  life  insurance  regula¬ 
tions  in  1996,  specifically  requiring  that  credit  life 
insurance  sales  be  based  on  customer  needs,  not 
profit  to  the  seller.  Also  last  year  we  issued  an  advi¬ 
sory  on  national  banks’  insurance  and  annuity  sales 
activities. 

Organizational  commitment.  To  solidify  the  OCC's 
commitment  to  fair  access,  we  made  certain  organi¬ 
zational  changes.  We  created  the  Community  and 
Consumer  Law  Division  in  1994  to  provide  a  focal 
point  for  legal  advice  and  interpretations  with  regard 
to  consumer  and  community  development  laws  and 
regulations  and  associated  policy  issues.  We  also 
created  the  Community  Relations  Division  in  1995, 
which  is  responsible  for  the  OCC’s  relations  with  con¬ 
sumer  and  community  organizations,  particularly 
national  public  interest  organizations.  The  division 
provides  analysis  and  advice  to  the  Comptroller  and 
senior  policy  makers  on  consumer  and  community 
organization  interests  and  activities  that  affect  or 
could  affect  the  OCC,  the  national  banking  system,  or 
the  relationship  of  national  banks  to  their  communi¬ 
ties.  In  1996  we  named  community  reinvestment  and 
development  specialists  in  each  of  our  districts  to 
help  foster  national  bank  involvement  in  community 
development. 

Recognizing  the  need  to  develop  an  understanding 
of  and  eliminate  impediments  that  limit  access  to 
banking  services  in  certain  pockets  of  the  economy, 
recently  we  created  the  OCC’s  National  Access 
Committee.  Its  purpose  is  to  establish  an  institutional 
structure  at  the  OCC  to  assist  national  bank  explo¬ 
ration  of  new  business  opportunities,  especially  to 
small  businesses  and  low-income  individuals.  The 
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National  Access  Committee  meets  quarterly,  and 
includes  12  members  drawn  from  throughout  the 
OCC.  including  safety  and  soundness  examiners, 
compliance  examiners,  economists,  attorneys,  dis¬ 
trict  community  reinvestment/development  special¬ 
ists,  and  the  director  of  community  relations.  In  addi¬ 
tion  we  continue  to  help  banks  identify  effective  com¬ 
munity  development  strategies  through  the  efforts  of 
our  community  development  best  practices  group.  In 
February,  the  group  visited  a  number  of  banks,  com¬ 
munity  development  intermediaries,  and  government 
agencies.  The  findings  of  these  visits  are  being  ana¬ 
lyzed,  and  will  be  released  shortly  as  a  guide  for 
effective  community  development  practices. 

Improve  Supervisory  Efficiency 

A  key  to  ensuring  safety  and  soundness  and  good 
government  in  an  evolving  industry  is  to  use 
resources  wisely,  particularly  in  this  day  and  age 
when  timing  can  be  critical.  While  regulation  is  nec¬ 
essary  to  ensure  safety  and  soundness,  excess  bur¬ 
den  is  counterproductive.  If  supervisors  or  bankers 
spend  time  on  wasteful  activities,  safety  and  sound¬ 
ness  may  suffer.  With  this  in  mind,  we  tackled  exten¬ 
sive  regulatory  and  supervisory  review  projects,  and 
then,  to  ensure  that  our  regulations  are  less  burden¬ 
some  going  forward,  we  established  standards  for 
developing  regulations.  Early  in  my  term,  we  also 
established  a  meaningful  dialog  with  bankers,  com¬ 
munity  groups,  and  consumers  to  help  us  determine 
where  we  could  improve. 

Regulatory  review  program.  After  soliciting  industry, 
community,  and  consumer  feedback,  the  OCC 
launched  several  major  initiatives  in  1993  to  streamline 
supervisory  procedures  and  regulations.  The  OCC  reg¬ 
ulatory  review  program  involved  reviewing  all  of  the 
OCC’s  rules  and  eliminating  provisions  that  did  not 
contribute  significantly  to  maintaining  the  safety  and 
soundness  of  national  banks,  facilitate  equitable 
access  to  banking  services  for  all  consumers,  or 
accomplish  the  OCC’s  other  statutory  responsibilities. 

The  program  is  part  of  the  OCC’s  overall  effort  to  pro¬ 
mote  an  environment  where  risk  is  prudently  man¬ 
aged  by  banks  and  appropriately  monitored  by  the 
OCC,  without  imposing  unnecessary  regulatory  bur¬ 
dens  that  undermine  the  ability  of  banks  to  operate 
efficiently,  compete  vigorously,  and  provide  credit 
and  other  financial  products  and  services  to  the  pub- 
lic  The  regulatory  review  effort — the  first  of  its  kind  in 
CCC  history  also  included  clarifying  regulations  to 
convey  more  effectively  the  standards  the  OCC  seeks 
to  appl/  We  designed  the  program  to  ensure  that  the 
rules  we  employ  are  better  tailored  to  the  goals  we 
seek  to  achieve  We  completed  this  significant 


endeavor  in  December  1996,  with  publication  of  our 
revised  Part  9  regulations  governing  fiduciary  activi¬ 
ties  of  national  banks. 

Early  this  year,  the  OCC  issued  a  set  of  standards  for 
developing  regulations  that  apply  to  all  the  new  rules 
that  the  agency  issues.  These  standards  are  based 
on  the  guiding  principles  the  OCC  used  in  its  com¬ 
prehensive  regulatory  review  program.  The  new  stan¬ 
dards  include  the  following  key  principles: 

•  Effectively  target  the  areas  of  bank  activity  that 
present  the  greatest  risk  to  safety  and  sound¬ 
ness,  the  payments  system,  or  the  long-term 
vitality  of  the  national  banking  system,  or  are 
required  by  statute; 

•  Eliminate  unnecessary  regulatory  burden  and 
minimize  the  burden  resulting  from  requirements 
that  are  necessary  for  the  effective  supervision 
of  national  banks; 

•  Promote  national  banks’  competitiveness  and 
allow  industry  innovation; 

•  Adopt  regulations  that  can  be  understood  by  a 
reasonably  knowledgeable  person; 

•  Maximize  the  opportunity  for  national  bank  and 
public  participation  in  its  rulemaking,  including 
timing  the  effective  dates  of  its  regulations  to 
facilitate  national  banks’  planning  processes; 
and, 

•  Encourage  continual  re-evaluation  of  the  OCC’s 
rules. 

Dialogue  established.  I  did  not  believe  I  could  suc¬ 
ceed  in  carrying  out  my  primary  responsibility  of 
ensuring  the  long-term  safety  and  soundness  of  the 
banking  industry  without  hearing  directly  from  the 
banks  we  regulate  and  the  diverse  constituencies 
they  serve.  The  OCC,  therefore,  solicited  banking 
industry  and  community  and  consumer  feedback  to 
aid  us  in  this  endeavor  by  increasing  our  outreach  to 
the  banking  community.  I  initiated  annual  meetings 
between  myself  and  the  25  largest  national  banks 
shortly  after  I  became  Comptroller  to  promote  better 
communication  between  the  agency  and  the  largest 
banks.  I  revived  nationwide  “Meet  the  Comptroller" 
sessions  throughout  the  country,  and  we  have  held  1 7 
such  meetings  over  the  past  four  years.  These  meet¬ 
ings  are  widely  attended  by  community  bankers.  I 
encouraged  OCC  senior  management  to  increase 
their  meetings  with  bankers  and  bank  customer 
groups.  In  addition,  I  meet  regularly  with  community 
leaders  all  across  the  United  States.  For  example,  I 
have  met  once  a  month  at  lunch  with  community  and 
consumer  leaders,  and  meet  with  community  leaders 
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as  part  of  my  visits  to  cities  in  which  we  hold  “Meet 
the  Comptroller”  sessions. 

To  improve  communications  further,  and  give  banks 
an  opportunity  to  present  concerns  about  their  exam¬ 
ination  findings  and  other  supervisory  matters,  I  cre¬ 
ated  the  office  of  the  ombudsman  in  1993.  The 
ombudsman  and  his  staff  are  responsible  for  ensur¬ 
ing  that  the  OCC  appeals  process  provides  a  fair  and 
speedy  review  of  disagreements  on  agency  findings 
or  decisions.  He  has  the  discretion  to  supersede  any 
agency  decision  or  action  during  the  resolution  of  an 
appealable  matter.  Since  1993,  the  office  has 
resolved  1 10  formal  appeals  from  national  banks,  and 
facilitated  resolutions  in  359  additional  cases.  The 
ombudsman  has  also  recently  assumed  responsibili¬ 
ty  for  the  OCC’s  consumer  complaint  operations. 

Measures  of  success.  Our  regulatory  and  superviso¬ 
ry  streamlining  has  been  successful,  and  we  are  able 
to  pass  along  the  benefits  of  the  OCC’s  increased  effi¬ 
ciency  to  banks  in  the  form  of  decreased  assess¬ 
ments.  At  year-end  1995,  the  OCC  cut  assessments 
by  3  percent  and  eliminated  the  adjustment  for  infla¬ 
tion.  At  year-end  1996,  we  reduced  assessments  on 
600  affiliated  national  banks,  and  again  waived  the 
1997  increase  for  inflation.  These  reductions  are  con¬ 
crete  evidence  that  the  benefits  of  our  efforts  can  be 
passed  along  to  reduce  further  regulatory  burden 
without  jeopardizing  safety  and  soundness. 

This  year,  we  are  also  developing  and  implementing 
effectiveness  measures  to  improve  our  measurement 
of  our  progress  and  ultimate  success  in  meeting  our 
goals,  including  tracking  the  results  of  key  projects 
such  as  our  regulatory  review.  This  effort  is  one  of  the 
OCC’s  priority  objectives  for  1997.  Just  as  business¬ 
es  monitor  key  performance  measures  on  a  regular 
basis  to  assess  their  progress  and  success,  these 
measures  will  give  us  the  ability  to  keep  track  of  our 
progress  and  monitor  areas  that  need  improvement. 

Promote  Competitive  Opportunities 

As  I  noted  in  the  introduction,  the  banking  industry 
has  changed  dramatically  since  the  creation  of  the 
OCC.  The  National  Bank  Act  designed  the  system  to 
allow  enough  flexibility  for  the  industry  to  evolve  over 
time  and  continue  to  support  the  economy  and  the 
needs  of  American  consumers.  Failure  to  evolve 
would  have  had  dire  consequences  for  the  safety  and 
soundness  of  the  industry.  Thus,  a  third  pillar  underly¬ 
ing  the  OCC’s  mission  is  to  promote  competition  by 
fostering  the  ability  of  the  national  banking  industry  to 
change. 

Particularly  in  the  American  free  market,  industries 


exist  in  a  constant  state  of  evolution.  Over  time,  more 
established  product  lines  may  mature  or  a  product 
may  become  obsolete.  As  a  result,  profit  margins  may 
decrease  and  companies  may  lose  money.  Faced 
with  maturing  or  obsolete  product  lines,  businesses 
must  evolve  into  new  product  lines  or  markets  where 
greater  profit  opportunities  exist  or  face  extinction.  In 
order  to  maintain  their  profitability  and  viability,  busi¬ 
nesses  seek  growing  products  or  markets  where  they 
believe  their  comparative  advantage  can  best  be 
used  to  achieve  these  greater  profits. 

Similarly,  banks  must  evolve.  Over  the  past  four  years, 
the  OCC  has  considered,  case-by-case,  bank  appli¬ 
cations  to  engage  in  new  activities  that  are  related  or 
incidental  to  the  business  of  banking.  We  allow  banks 
to  offer  new  products  and  services  that  are  incidental 
to  or  part  of  the  business  of  banking  provided  they 
have  the  expertise  to  manage  the  risks  effectively  and 
to  provide  appropriate  consumer  protections,  and  we 
have  the  capacity  to  supervise  them.  The  OCC  acts 
responsibly  to  monitor,  and  where  appropriate,  to  limit 
the  risks  of  new  banking  activities,  so  as  not  to  jeop¬ 
ardize  achievement  of  our  primary  goal,  ensuring 
bank  safety  and  soundness.  In  many  of  these  cases, 
banks  sought  new  ways  to  deliver  their  products.  For 
example,  we  have  allowed  banks  to  develop  financial 
management  software,  and  provide  data  processing 
services,  again,  recognizing  the  change  in  customer 
product  demand.  In  my  introduction  I  noted  that  the 
National  Bank  Act  intended  that  banking— and  relat¬ 
ed  supervision — evolve  over  time.  Our  interpretations 
of  the  National  Bank  Act  and  the  ability  of  the  nation¬ 
al  bank  charter  to  evolve  to  meet  new  customer 
needs  and  changing  marketplace  demands  have 
been  sustained  by  the  Supreme  Court  in  four  unani¬ 
mous  decisions  in  the  last  four  years. 

Ensure  Bank  Safety  and  Soundness 

Banks  are — and  have  always  been — in  the  business 
of  risk  management.  The  sheer  pace  and  scope  of 
changes  that  banks  now  face  make  effective  risk 
management  more  important  than  ever  before.  These 
same  factors  have  led  to  advances  in  risk  manage¬ 
ment  theory  and  in  technology  that  together  allow 
banks  to  measure  risk  more  quickly  and  accurately. 

These  changes  required  the  OCC  to  find  more 
effective  ways  to  carry  out  our  primary  mandate, 
ensuring  the  safety  and  soundness  of  the  nations 
banking  system.  I  strongly  believe  the  key  to  meet¬ 
ing  this  challenge  is  for  bank  supervisors  to  focus 
on  the  risk  management  systems  of  banks.  At  the 
OCC,  we  are  doing  this  through  a  program  we  call 
supervision  by  risk.  We  have  also  issued  guidance 
or  advisories  on  a  number  of  current  issues  and 
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established  specialized  committees  to  monitor  risks, 
and  communicate  relevant  findings  to  the  industry. 

Supervision  by  risk.  In  January  1994,  we  began  with 
the  bank  supervision  review  project  to  focus  our 
supervisory  efforts  on  those  banking  activities  and 
those  banks  that  pose  the  most  likely  threats  to  the 
safety  and  soundness  of  the  banking  system.  That 
study  underscored  the  need  to  tailor  our  oversight  to 
the  key  characteristics  of  a  bank — including  size, 
products  offered,  markets  in  which  it  competes,  and 
management’s  tolerance  for  risk.  As  a  result  of  our 
review,  we  developed  new  procedures  for  examina¬ 
tions  of  noncomplex  community  banks.  We  also 
issued  new  procedures  for  consumer  compliance 
examinations. 

In  completing  our  supervisory  review,  our  goal  was  to 
enhance  safety  and  soundness  supervision  by  both 
focussing  on  the  highest  risk  areas  and  getting  the 
most  from  our  historic  strength:  hands-on,  in-the-bank 
examination  and  supervision.  For  example,  we  now 
have  a  dedicated  examiner  staff  assigned  to  each  of 
the  30  largest  national  banks.  Most  of  these  examin¬ 
ers  are  on-site  full  time,  giving  their  undivided  atten¬ 
tion  to  the  affairs  of  the  bank  to  which  they  are 
assigned.  This  program  allows  the  assigned  examin¬ 
er  to  be  more  vigilant  and  to  develop  a  more  thorough 
knowledge  of  the  bank,  its  activities,  and  risks  than  is 
possible  under  traditional  periodic  examinations. 
Under  this  program,  our  examiners  are  better  able  to 
identify  increases  in  risk  or  deterioration  in  risk  man¬ 
agement  so  that  we  can  act  quickly  to  ensure  that  risk 
management  weaknesses  are  corrected.  In  both 
large  and  small  banks,  we  still  complete  on-site 
examinations  that  include  reviews  of  loan  files  and 
testing  of  transactions  as  important  parts  of  our  eval¬ 
uation  of  risk,  even  in  areas  of  low  risk.  Also,  because 
we  believe  that  on-site  work  is  essential  for  effective 
and  timely  bank  supervision,  we  have  resisted 
attempts  to  increase  the  examination  cycle  for  com¬ 
munity  banks  to  24  months. 

Under  supervision  by  risk,  the  first  step  in  our  super¬ 
vision  of  an  individual  bank  or  in  evaluating  a  new 
product  or  activity  is  to  identify  the  key  associated 
risks  The  risks  may  include  credit,  liquidity,  interest 
rate,  price,  foreign  exchange,  transaction,  compli¬ 
ance,  strategic,  and  reputation  risks.  Having  identi- 
1  ed  the  risks  for  individual  banks,  we  measure  and 
evaluate  the  quantity  of  risk  and  the  quality  of  risk 
management  to  form  a  conclusion  about  the  bank.  In 
developing  supervisory  policies,  we  assess  the 
potential  for  risk  and  the  types  of  risk  management 
systems  banks  need  to  properly  identify,  measure, 
monitor  and  control  those  risks.  Because  market  con¬ 
ditions  and  company  structures  vary,  there  is  no  sin¬ 


gle  risk  management  system  that  works  best  for  all 
banks.  We  do,  however,  expect  each  bank  to  have  a 
system,  whether  formal  or  informal,  that  is  commensu¬ 
rate  with  the  risks  it  assumes  and  that  addresses  each 
of  the  four  aspects  of  effective  risk  management. 

We  have  increasingly  emphasized  the  importance  of 
banks’  having  strong  internal  controls  and  information 
systems.  As  banking  activities  become  increasingly 
complex,  senior  management  in  banks  must  have 
timely,  comprehensive  information  about  their  institu¬ 
tion’s  risk  position  and  strong  controls  in  place  to 
manage  that  exposure.  In  our  risk-based  supervision, 
we  focus  on  banks’  internal  control  systems  and  test 
individual  transactions  to  make  sure  those  controls 
are  fully  operational. 

Our  supervision  by  risk  program  allows  us  to  apply  a 
common  and  consistent  supervisory  approach 
across  an  increasingly  diverse  group  of  banks  that 
engage  in  an  increasingly  diverse  set  of  activities. 
Because  the  design  of  this  approach  focuses  not  on 
specific  products  or  activities,  but  rather  on  underly¬ 
ing  risk  characteristics  and  elements,  it  allows  us  to 
tailor  our  supervision  to  new  and  changing  products, 
and  to  direct  OCC  resources  to  the  banks  or  activities 
exhibiting  the  greatest  risk.  I  strongly  believe  that 
supervision  by  risk  is  the  most  effective  way  to  super¬ 
vise  banks  in  this  rapidly  changing  environment. 
Since  the  OCC  adopted  the  process,  other  U.S.  reg¬ 
ulators  have  embraced  the  approach,  and  the  Bank 
of  England  and  other  international  regulators  are 
developing  similar  systems. 

Guidance  and  advisories  issued.  Our  supervision  by 
risk  philosophy  for  individual  bank  examinations  is 
reinforced  and  supplemented  by  our  policy  guidance 
and  advice  to  the  industry,  which  we  try  to  issue  in¬ 
step  with  emerging  risks.  In  monitoring  emerging 
risks,  I  and  members  of  OCC’s  senior  management 
have  been  vigilant  in  sending  warning  signals  to  the 
banking  community  through  public  statements  and 
formally  issued  guidance  and  advisories.  The  relation¬ 
ships  we  have  developed  with  bankers  in  our  outreach 
programs  allow  us  to  disseminate  warnings  in  a  time¬ 
ly  manner.  To  increase  our  knowledge  and  to  foster 
dialog  among  the  regulators,  banks,  and  academic 
experts,  we  also  sponsored  conferences  on  bank 
lending  to  small  businesses  and  on  systemic  risk. 

Our  policy  guidance  focuses  on  the  risks  posed  by 
activities  and  the  critical  elements  for  prudent  risk 
management.  For  example,  our  issuance  and  exami¬ 
nation  procedures  on  derivative  activities  stress  the 
need  for  board  and  senior  management  oversight, 
timely  and  accurate  market  and  credit  risk  measure¬ 
ment  systems,  and  effective  operational  and  risk  con 
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trols.  We  issued  guidance  on  stored  value  card  sys¬ 
tems  that  described  emerging  electronic  cash  sys¬ 
tems  and  the  associated  risks  to  banks  investing  or 
participating  in  those  payment  systems.  Our  guid¬ 
ance  outlined  the  various  functions  and  roles  banks 
can  play  in  stored  value  card  systems  and  analyzed 
the  risk  exposures  that  can  arise  from  those  roles.  We 
revised  The  Director’s  Book:  The  Role  of  National 
Bank  Directors.  The  revised  book  provides  guidance 
to  bank  directors  on  how  to  meet  their  responsibilities 
in  the  increasingly  complex  financial  services  indus¬ 
try.  Furthermore,  we  revised  a  number  of  sections  of 
the  Comptroller’s  Handbook ,  including  sections  on 
mortgage  banking,  credit  card  lending,  and,  most 
recently,  on  risk  management  in  derivatives. 

Our  March  1997  advisory  letter  on  credit  underwriting 
and  credit  portfolio  risk  management  stressed  the 
need  for  bank  management  to  assess  the  credit  cul¬ 
ture  of  their  institutions,  set  portfolio  objectives  and 
risk  tolerances,  have  quality  management  information 
systems,  conduct  and  set  portfolio  segmentation, 
stress  tests,  and  risk  diversification  objectives,  and 
maintain  independent  and  effective  control  functions. 
We  are  constantly  on  the  alert  for  areas  that  may 
become  problems.  At  the  same  time  we  issued  this 
advisory  letter,  I  urged  banks  to  focus  on  three  poten¬ 
tial  problem  areas:  cuts  in  banks’  internal  controls  to 
boost  earnings,  consumer  credit  quality,  including 
credit  card  losses,  and  managing  the  overall  credit 
risk  in  bank  loan  portfolios.  In  a  speech  last  week 
before  the  National  Association  of  Affordable  Flousing 
Lenders,  I  warned  lenders  that  we  have  recently 
noticed  some  decline  in  asset  quality  and  increased 
delinquency  patterns  in  some  national  banks’  afford¬ 
able  housing  mortgage  portfolios.  We  plan  to  issue  an 
advisory  letter  shortly  on  affordable  mortgage  portfo¬ 
lios  describing  what  we  found  in  our  review,  the  ele¬ 
ments  of  effective  techniques,  and  some  strategies 
banks  may  want  to  consider  to  enhance  their  afford¬ 
able  mortgage  portfolio  efforts. 

Now,  while  the  economy  remains  strong  and  banks 
remain  healthy,  it  is  particularly  important  for  regula¬ 
tors  to  focus  on  safety  and  soundness  and  for  the 
industry  to  ready  itself  for  future  shocks.  Hence,  we 
will  expand  the  supervision  by  risk  approach  to 
include  several  new  specialty  areas  in  1997 — bank 
information  systems  and  fiduciary.  We  are  preparing 
an  advisory/bulletin  on  risks  in  credit  scoring.  We  are 
also  developing  guidance  for  banks  and  examination 
procedures  on  risks  associated  with  new  electronic 
banking  technologies.  We  are  planning  examinations 
that  will  assess  the  preparedness  at  all  national  banks 
on  the  year  2000  problem  by  mid-1998. 

Interagency  policies  and  guidance.  The  bank  regula¬ 


tory  agencies  continue  to  work  together  toward  a 
common  approach  to  maintaining  safety  and  sound¬ 
ness.  In  1996,  we  issued  a  uniform  interest  rate  risk 
policy.  In  the  fall  of  1996,  we  issued  our  final  market 
risk  rule.  Last  December,  we  revised  our  bank  rating 
system,  putting  additional  emphasis  on  the  quality  of 
risk  management  practices  and  adding  a  new  com¬ 
ponent  on  sensitivity  to  market  risk.  This  new  compo¬ 
nent  rating  reflects  a  combined  assessment  of  a 
bank’s  level  of  market  risk  and  the  ability  of  the  bank 
to  manage  that  risk.  Just  last  week,  the  banking  reg¬ 
ulators  jointly  issued  guidance  on  sales  of  100  per¬ 
cent  loan  participations. 

International  cooperation.  In  this  era  of  increased 
globalization,  it  is  imperative  that  U.S.  banking  regu¬ 
lators  cooperate  with  their  counterparties  abroad.  The 
OCC’s  primary  focal  point  in  these  efforts  is  the  Basle 
Committee  on  Banking  Supervision,  which  carries  out 
its  goal  to  improve  supervisory  cooperation  and  the 
quality  of  supervision  by  exchanging  information  and 
expertise,  developing  and  sharing  improved  supervi¬ 
sory  approaches,  guidance  and  technology,  and  set¬ 
ting  minimum  standards  where  needed.  Recently,  the 
Basle  Committee  has  furthered  the  development  of 
international  capital  adequacy  standards,  completing 
standards  for  market  risk.  In  adopting  “sound  prac¬ 
tices”  guidelines  for  the  supervision  of  derivatives,  the 
Basle  Committee  also  adopted  in  large  part  the  deriv¬ 
atives  guidance  issued  by  the  OCC.  We  are  extend¬ 
ing  our  international  coordination  efforts  to  securities 
and  insurance  supervisors.  Currently,  in  addition  to 
participating  in  all  subgroups  and  task  forces,  the 
OCC  chairs  the  Basle  Committee’s  Information 
Subgroup,  whose  purpose  is  to  focus  on  the  informa¬ 
tion  needed  by  supervisors  to  supervise  effectively, 
and  by  market  participants  to  improve  market  trans¬ 
parency  and  promote  market  discipline. 

Organizational  changes.  Since  I  became  Comptroller, 
we  have  undertaken  organizational  changes  to 
improve  our  ability  to  monitor  and  effectively  super¬ 
vise  emerging  risks.  In  1995,  I  formed  the  National 
Credit  Committee  because  of  growing  concerns 
about  erosion  in  credit  underwriting  standards.  The 
committee  surveyed  loan  standards  at  the  40  largest 
national  banks,  identified  areas  that  needed  improve¬ 
ment,  and  communicated  its  findings  to  bank  man¬ 
agement.  We  conducted  a  similar  exercise  in  1996 
The  committee  continues  to  help  the  OCC  identify  and 
respond  to  changes  in  credit  risk  that  could  affect  the 
safety  and  soundness  of  the  national  banking  system 

Last  year,  I  created  a  new  position,  the  deputy  comp¬ 
troller  for  risk  evaluation,  to  serve  as  our  national  risk 
expert  and  as  my  principal  advisor  on  risks  facing  the 
national  banking  system.  The  new  deputy  comptroller 
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helps  the  OCC  identify  risks,  assists  in  developing 
timely  supervisory  responses,  and  monitors  those 
responses  to  ensure  that  they  are  effective.  He  also 
chairs  the  OCC's  National  Risk  Committee,  which  is 
charged  with  identifying  potentially  serious  risks  to 
the  banking  system. 

In  our  economics  department  we  have  created  the 
risk  analysis  division,  which  is  devoted  to  the  delivery 
of  expertise  in  quantitative  modeling  of  financial  risks. 
Economists  from  that  division  assist  our  examiners  in 
evaluating  banks'  use  of  quantitative  models  to  mea¬ 
sure,  monitor,  and  control  market  risk,  interest-rate 
risk,  and  credit  risk.  The  economists  offer  assess¬ 
ments  of  whether  the  risk  models  are  logically  and 
empirically  well-founded  and  whether  they  are 
applied  appropriately  by  the  bank. 

Currently,  the  OCC  is  undergoing  a  realignment  of  its 
operational  and  policy  units.  On  the  operations  side, 
we  are  restructuring  our  supervision  units  to  recog¬ 
nize  the  differing  risks  and  supervisory  challenges 
posed  by  large,  mid-size,  and  small  banks.  We 
believe  these  changes  will  create  a  more  flexible  and 
efficient  organizational  structure  that  will  allow  the 
OCC  to  respond  better  to  an  industry  that  has  and  will 
continue  to  change  dramatically.  On  the  policy  side, 
we  have  created  risk  speciality  units  for  asset  man¬ 
agement,  banking  technology,  capital  markets,  and 
community  and  consumer  policy.  These  units  are 
charged  with  ensuring  that  we  keep  abreast  of 
emerging  risks,  and  have  appropriate  policies  and 
examination  expertise  in  these  key  areas. 

For  instance,  early  this  year,  we  established  a  bank 
technology  unit  to  focus  on  the  impact  of  changing 
technology  on  national  bank  activities.  This  group  is 
responsible  for  determining  how  the  use  of  technolo¬ 
gy  can  be  best  supervised,  and  providing  OCC 
examiners  who  specialize  in  bank  use  of  technology 
training  and  support  to  make  sure  national  banks  are 
managing  this  risk  appropriately. 

Part  5 

All  of  the  efforts  I  have  just  described,  particularly 
those  related  to  our  safety  and  soundness  supervi¬ 
sion,  are  measured  responses  to  the  dramatic 
changes  facing  the  banking  industry  that  I  discussed 
at  the  beginning  of  my  statement.  A  dwindling  core 
business,  increased  competition,  changing  con¬ 
sumer  needs,  and  -most  significantly — a  dynamic 
environment  in  terms  of  technological  change  and 
globalization  means  that  banking  cannot  stand  still.  If 
yve  deny  banks  the  opportunity  to  evolve  and  pursue 
opportunities  in  new  financially  related  activities  they 
can  undertake  safely,  banks  will  be  pressed  to 


squeeze  more  profit  out  of  their  dwindling  traditional 
activities,  either  by  moving  further  out  on  the  risk  limb 
or  by  shortchanging  basic  risk  management  systems 
and  internal  control  mechanisms  as  they  seek  to  cut 
costs  without  losing  revenue.  Indeed,  it  is  this  dynam¬ 
ic,  the  lack  of  opportunity  to  evolve  and  resulting 
increase  in  risk,  that  led  to  bank  losses  in  lending  to 
lesser-developed  countries,  and  highly  leveraged 
transactions  within  the  past  decade. 

By  contrast,  creating  a  process  through  which  banks 
can  prudently  respond  to  new  marketplace  demands 
for  products  and  services  will  enable  them  to  achieve 
balance  and  offset  downturns  in  their  traditional  lines 
of  business.  The  OCC’s  revised  Part  5  regulation 
details  a  process  by  which  banks  can  apply  to 
engage  in  activities  that  are  part  of  or  incidental  to  the 
business  of  banking  through  operating  subsidiaries, 
which,  structurally,  have  been  permitted  for  many 
years.  It  does  not  authorize  any  new  activity;  rather,  it 
provides  a  framework  within  which  the  OCC  will  con¬ 
sider  applications  case-by-case,  and  provides 
explicit  safeguards  to  maintain  the  highest  safety  and 
soundness  standards  and  protect  the  interests  of 
America’s  consumers  and  communities.  It  does  not 
breach  any  division  between  banking  and  commerce. 
And,  it  protects  the  interests  of  America’s  taxpayers 
by  providing  the  framework  upon  which  to  build  a 
stronger  banking  system  that  is  well-positioned  to 
meet  the  challenges  of  the  next  century. 

In  these  respects,  the  rule  provides  many  benefits. 
Bank  earnings  diversification  from  operating  sub¬ 
sidiary  activities  would  help  reduce  bank  failures,  and 
any  subsequent  need  to  tap  the  Bank  Insurance 
Fund.  Stronger  institutions  with  increased  profits  and 
asset  growth  will  be  better  positioned  to  meet  the 
credit  needs  in  their  communities  and  in  the  economy 
as  a  whole.  FDIC  Chairman  Ricki  Heifer  stated  recent¬ 
ly  that  allowing  a  bank  to  put  new  activities  in  a  bank 
subsidiary  “lowers  the  probability  of  failure  and  pro¬ 
vides  greater  protection  to  the  insurance  funds.”10 

The  process  of  revising  our  regulation  has  been  slow 
and  thoughtful.  When  we  initiated  our  revisions  to  the 
Part  5  rule  by  first  proposing  changes  in  November 
1994,  we  began  a  careful  and  deliberative  process, 
reviewing  the  many  helpful  comments  that  we 
received  on  the  proposal,  that  culminated  in  issuance 
of  the  revised  final  rule  in  November  1996.  We  care¬ 
fully  considered  our  alternatives  within  the  confines  of 


^  See  testimony  of  Ricki  Heifer,  Chairman,  FDIC,  on  financial 
modernization  before  the  Subcommittee  on  Capital  Markets, 
Securities,  and  Government  Sponsored  Enterprises,  Committee  on 
Banking  and  Financial  Services,  U  S.  House  of  Representatives. 
March  5,  1997 
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current  law.  The  result  of  that  analysis  is  the  legal 
memorandum  from  the  OCC’s  Chief  Counsel.  With 
this  background,  let  me  turn  to  a  discussion  of  our 
revised  Part  5  regulation. 

Review  of  corporate  applications.  Part  5  as  a  whole 
represents  a  fundamental  rethinking  of  our  corporate 
application  procedures.  Building  upon  our  risk-based 
approach  to  supervising  today’s  banks,  the  regulation 
employs  different  application  procedures  depending 
upon  the  level  of  risk  of  the  proposed  activity  as  well 
as  the  financial  strength  and  operational  capabilities 
of  the  institution.  National  banks  that  qualify  as  “eligi¬ 
ble  banks”  may  receive  expedited  processing  of 
many  different  types  of  applications.  To  be  “eligible,” 
a  bank  must  be  well  capitalized,  be  CAMEL  rated  1  or 
2,  have  at  least  a  “satisfactory”  CRA  rating,  and  not 
be  subject  to  specified  enforcement  orders. 

New  approach  to  operating  subsidiaries.  Part  5  applies 
a  risk-based  approach  to  the  activities  permitted  for 
subsidiaries  of  national  banks.  It  allows  well-run  banks 
to  establish  subsidiaries  to  conduct  certain  specified 
noncomplex  activities,  (which  the  OCC  has  previously 
approved,  pursuant  to  an  application  process),  with  a 
simple,  after-the-fact  notice.  These  noncomplex  activi¬ 
ties  include  financial  advice  and  consulting  for  the 
bank  and  its  affiliates,  certain  types  of  data  processing, 
and  selling  money  orders,  savings  bonds  and  travel¬ 
ers’  checks.  Another  category  of  activities,  also  previ¬ 
ously  permitted  by  the  OCC,  is  eligible  for  an  expedit¬ 
ed  application  process  (but  not  after-the-fact  notice). 
These  activities  include  establishing  or  acquiring  an 
operating  subsidiary  that  will  engage  in  securities  bro¬ 
kerage,  investment  advice,  underwriting  and  dealing  in 
securities  permissible  for  banks  under  the  National 
Bank  Act,  acting  as  investment  adviser,  and  acting  as 
a  futures  commission  merchant. 

Further,  under  section  5.34(f)  of  the  new  regulation, 
certain  well-managed  and  well-capitalized  banks  can 
apply  for  a  subsidiary  to  engage  in  activities  that  are 
part  of  the  business  of  banking  or  incidental  to  bank¬ 
ing — but  different  from  what  is  permitted  for  the  par¬ 
ent  bank.  As  I  noted  above,  the  types  of  new  activities 
that  may  be  permitted  do  not  constitute  engaging  in 
commerce — they  must  be  part  of  or  incidental  to 
banking.  Also,  expedited  procedures  are  not  avail¬ 
able  for  these  applications. 

If  the  OCC  has  not  previously  approved  the  activity, 
the  proposal  will  be  published  in  the  Federal  Register , 
and  we  will  invite  public  comments.  We  will  carefully 
consider  the  impact  of  the  activity  on  the  bank’s  safe¬ 
ty  and  soundness.  And  we  will  take  a  very  cautious 
and  judicious  approach  to  reviewing  and  deciding 
any  requests  made  through  this  new  process. 


Safeguards.  Part  5  contains  important,  explicit  corpo¬ 
rate  and  supervisory  safeguards  to  ensure  that  any 
new  activities  are  conducted  safely  and  soundly  The 
safeguards  in  the  rule  will  apply  regardless  of  the  par¬ 
ticular  activity  undertaken  by  the  special  operating 
subsidiary.  Also,  in  many  cases,  activities  will  be  reg¬ 
ulated  on  a  functional  basis  by  another  regulator. 
Furthermore,  the  OCC  will  impose  additional  safe¬ 
guards  application-by-application  as  warranted  by 
the  particular  activities  the  subsidiary  proposes  to 
conduct.  In  other  words,  the  safeguards  in  the  regu¬ 
lation  are  a  starting  point;  the  OCC  will  add  whatever 
precautions  are  necessary.  These  constraints  have 
been  carefully  thought  out  in  order  to  protect  the 
bank,  the  safety  and  soundness  of  the  national  bank¬ 
ing  system,  consumers,  and  the  taxpayer. 

Specific  safety  and  soundness  safeguards  that  apply 
to  all  operating  subsidiaries  engaging  in  activities  not 
permissible  for  the  bank  include: 

•  The  subsidiary  must  be  adequately  capitalized 
and  have  separate  accounting  and  corporate 
records. 

•  The  subsidiary  must  be  separate  from  the  bank, 
with  physical  facilities  distinct  from  the  bank, 
employees  compensated  by  the  subsidiary,  and 
a  corporate  name  that  is  not  the  same  as  the 
bank’s. 

•  It  must  conduct  its  operations  under  indepen¬ 
dent  policies  and  procedures,  intended  to 
inform  customers  that  the  subsidiary  is  separate 
from  the  bank. 

•  It  must  ensure  that  any  contracts  with  the  bank 
are  on  terms  and  conditions  comparable  to  con¬ 
tracts  with  independent  entities. 

•  One-third  of  the  subsidiary’s  directors  must  not 
be  directors  of  the  bank  and  must  have  relevant 
expertise  that  makes  them  capable  of  oversee¬ 
ing  the  subsidiary’s  activities. 

•  Both  the  bank  and  the  subsidiary  must  have 
internal  controls  appropriate  to  manage  the 
financial  and  operational  risks  associated  with 
the  subsidiary. 

Additional  safety  and  soundness  restrictions  are 
applied  if  the  subsidiary  conducts  activities  as  princi¬ 
pal: 

•  The  bank’s  equity  investment  in  the  subsidiary 
must  be  deducted  from  the  bank’s  capital  and 
assets,  and  the  assets  and  liabilities  of  the  sub¬ 
sidiary  may  not  be  consolidated  with  those  ot 
the  bank. 
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•  The  regulation  applies  the  safeguards  of  sec¬ 
tions  23A  and  23B  of  the  Federal  Reserve  Act  to 
transactions  between  the  parent  bank  and  such 
an  operating  subsidiary.  Generally,  these  sec¬ 
tions  limit  the  bank’s  investments  in  and  loans  to 
operating  subsidiaries  to  10  percent  of  bank 
capital,  require  extensions  of  credit  to  the  oper¬ 
ating  subsidiary  to  be  fully  collateralized,  and 
require  that  transactions  between  the  bank  and 
the  subsidiary  be  conducted  at  arm’s  length. 

The  rule  protects  taxpayers.  The  rule  protects  the 
interests  of  taxpayers  by  providing  the  framework 
upon  which  to  strengthen  the  national  banking  sys¬ 
tem.  Bank  subsidiaries  as  a  structural  option  are  not 
new;  they  have  been  used  in  the  United  States  and 
abroad  for  decades.  As  shown  in  Table  1  below,  U.S. 
banks  have,  for  many  years,  successfully  engaged  in 
a  variety  of  financial  services  abroad  in  their  overseas 
branches  and  in  bank  subsidiaries.  Under  longstand¬ 
ing  authority  of  the  Federal  Reserve  Act  and  other 


banking  laws  and  regulations,  these  institutions  can 
engage  in  equity  underwriting,  leasing,  insurance 
activities,  dealing  and  investing  in  corporate  debt 
securities,  and  making  certain  limited  investments  in 
other  types  of  enterprises.  Less  than  a  year  ago, 
Congress  increased  the  amount  that  U.S.  banks  were 
permitted  to  invest  in  foreign  subsidiaries  that  con¬ 
duct  these  activities.11  Notably,  overseas  subsidiaries 
outperformed  the  domestic  operations  of  their  com¬ 
panies  in  each  year  from  1990  through  1995. 

Furthermore,  state  banks  have  been  authorized  to 
engage  in  activities  through  operating  subsidiaries, 
including  securities  brokerage,  municipal  securities 
underwriting,  real  estate  brokerage,  real  estate  equity 
participation,  real  estate  development,  and  insurance 
brokerage.  As  noted  in  recent  FDIC  testimony,  the 
FDIC’s  experience  with  the  activities  of  bona  fide 
securities  subsidiaries  of  insured  nonmember  banks 
has  not  raised  safety  and  soundness  concerns.12 


Table  1 — Subsidiaries  of  G.S.  Banks  Operating  Abroad 


Primary  Activity 

Number  of 

Subsidiaries 

Total  Assets 
($  million) 

Net  Income 
($  million) 

Insurance  agency  and  brokerage 

7 

1,341 

70 

Insurance  underwriting 

11 

2,728 

92 

Securities  underwriting  and  brokerage 

75 

94,222 

353 

Investment  and  merchant  banking 

55 

76,176 

362 

All  Activities 

1,236 

405,408 

5,588 

(Data  as  of  December  31,  1995  for  subsidiaries 

Insurance  activities  include: 

with  total  assets  above  $1  million) 

Profits  and  assets: 

•  Selling  all  forms  of  insurance  as  agent 

•  Underwriting  life,  annuity,  and  pension-fund 

related  insurance 

Securities  activities  include: 

•  Underwriting  and  dealing  in  debt  securities 

•  Underwriting  and  dealing  in  equity  securities 

(subject  to  volume  limits) 

•  Underwriting  foreign  government  securities 

(subject  to  capital  limits) 

•  Sponsoring  mutual  funds 

'  Section  2307  of  the  Economic  Growth  and  Regulatory 
Paperwork  Reduction  Act  of  1996  (enacted  on  September  30, 
I996j  increased  from  10  to  20  percent  of  capital  the  amount  that  a 
national  bank  can  invest  in  an  Edge  Act  or  Agreement  Corporation, 
provided  the  Federal  Reserve  determines  that  the  additional  mvest- 
rr  f.r.t  A/ouid  not  be  unsafe  or  unsound  This  provision  is  codified  at 
12  USC  618 


•  These  subsidiaries  earned  a  profit  in  every  year 
between  1990  and  1995,  and,  on  average,  had 
higher  returns  than  the  U.S.  banks  themselves. 

•  In  1995  total  assets  in  these  activities  account¬ 
ed  for  17  percent  of  the  consolidated  assets  of 
the  respective  holding  companies. 

In  addition,  as  shown  in  Table  2  below,  banks  in  most 
G-10  countries,13  with  the  notable  exceptions  of  the 
United  States  and  Japan,  have  long  engaged  in  a 


^See  testimony  of  Ricki  Heifer,  Chairman,  FDIC,  on  financial 
modernization  before  the  Subcommittee  on  Capital  Markets. 
Securities,  and  Government  Sponsored  Enterprises,  Committee  on 
Banking  and  Financial  Services,  U.S.  House  of  Representatives, 
March  5,  1997. 

^The  G-10,  or  Group  of  Ten,  includes  the  governments  of  nine 
countries  and  the  central  banks  of  two  others  for  a  total  of  1 1  mem¬ 
bers.  The  members  are  the  governments  of  Belgium,  Canada, 
France,  Italy,  Japan,  the  Netherlands,  Switzerland,  the  United 
Kingdom,  the  United  States,  and  the  central  banks  of  Germany  and 
Sweden. 
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broad  range  of  financial  services  activities,  including 
underwriting  and  brokering  securities  and  insurance, 
directly  in  the  bank  or  in  direct  subsidiaries  of  the 
bank.14  This  broader  range  of  activities  has  not 
impaired  bank  safety  and  soundness.  On  the  con¬ 


trary,  foreign  bank  supervisors  have  told  me  that 
income  from  non-traditional  activities  has  been  a  key 
support  for  the  safety  and  soundness  of  certain 
banks  during  periods  of  financial  stress. 


Table  2 — International  Comparison: 

Corporate  Form  in  Which  Bank  Activities  are  Most  Often  Conducted 


Country 

Securities 

Activities 

Insurance 

Activities 

Real  Estate 
Activities 

SOMEWHAT  RESTRICTED  BANK  POWERS 

Italy 

Bank 

Bank  sub1 

Bank  sub 

Sweden 

Bank 

Bank  sub 

Prohibited 

Canada 

Bank  sub 

Bank  sub 

Bank  sub 

Greece 

Bank  sub 

Bank  sub 

Bank  sub 

WIDE  BANK  POWERS 

Finland 

Bank 

Bank  sub 

Bank  sub 

Germany 

Bank 

Bank  sub 

Bank  sub 

Luxembourg 

Bank 

Bank  sub 

Bank  sub 

Portugal 

Bank/Bank  sub 

Bank/Bank  sub 

Bank  sub 

Spain 

Bank/Bank  sub 

Bank  sub 

Bank  sub 

VERY  WIDE  BANK  POWERS 

Austria 

Bank 

BHC  sub 

Bank 

Switzerland 

Bank 

Bank  sub 

Bank  sub 

United  Kingdom 

Bank/Bank  sub 
/BHC  sub 

Bank  sub2 

Bank/Bank  sub 
/BHC  sub 

Netherlands 

Bank 

BHC  sub 

Bank  sub 
/BHC  sub 

Source: 

Activities: 

Notes: 


OCC,  using  information  provided  by  bank  supervisory  authorities  in  the  respective  countries. 

Securities  includes  underwriting,  dealing  and  brokering  all  kinds  of  securities  and  all  aspects  of  the  mutual  fund  business 
Insurance  includes  underwriting  and  selling  insurance  products/services  as  principal  and  as  agent  Real  estate  includes  invest 
ment,  development  and  management. 

(1)  Insurance  activities  must  be  conducted  by  insurance  companies  Banks  usually  act  as  an  agent  of  insurance  companies 

(2)  With  the  exception  of  selling  insurance  as  an  agent,  which  is  commonly  conducted  directly  in  the  bank 


14Because  of  the  organizational  flexibility  that  other  countries 
give  their  financial  services  companies,  forcing  U.S.  banks  into  a 
holding  company  structure  is  particularly  problematic  as  the  finan¬ 
cial  services  marketplace  is  increasingly  globalized.  A  number  of 


U.S.  banks  have  expressed  concern  that  the  holding  company 
approach  may  disadvantage  U.S  banks  as  they  compete  with 
many  foreign  banks,  which  enjoy  the  cost  advantages  of  being 
able  to  structure  their  activities  in  whatever  manner  they  find  most 
efficient. 
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This  is  not  a  matter  of  theory,  but  experience. 
Nontraditional  activities  have  been  and  today  are 
conducted  safely  and  soundly  by  bank  operating 
subsidiaries  As  former  FDIC  Chairman  L.  William 
Seidman  testified  nearly  a  decade  ago,  “[l]f  banks 
are  adequately  insulated  .  .  .  then  from  a  safety  and 
soundness  viewpoint  it  is  irrelevant  whether  nonbank¬ 
ing  activities  are  conducted  through  affiliates  or  sub¬ 
sidiaries  of  banks.”15 

Some  also  have  expressed  concern  that  banks  ben¬ 
efit  from  a  safety  net  subsidy  that  can  be  transmitted 
to  an  operating  subsidiary  and  is  best  contained  by 
the  bank  holding  company  structure.  To  summarize, 
there  simply  is  no  evidence  of  a  net  subsidy.  Any  ben¬ 
efit  to  banks  from  access  to  the  safety  net  has 
declined  in  value  over  the  past  decade.  The  value  of 
any  benefit  is  offset  by  regulatory  costs.  Even  when 
being  conservative  with  respect  to  cost  estimates  the 
net  subsidy  received  by  banks  is  negative.  Evidence 
cited  as  proof  of  a  subsidy  is  readily  attributed  to 
other  factors.  Most  important,  banks  do  not  behave 
as  if  they  enjoy  a  subsidy. 

Even  if  there  were  a  subsidy,  the  appropriate 
response  to  contain  it  would  be  with  carefully  con¬ 
structed  regulations — similar  to  those  safeguards  we 
have  developed  for  operating  subsidiaries — rather 
than  to  impose  organizational  constraints  on  banking 
companies.  If  a  subsidy  existed,  the  transfer  could  be 
contained  by  rules  restricting  transactions  between 
organizational  components.  Indeed,  where  any  activ¬ 
ity  is  placed  on  the  organizational  chart  will  not  affect 
the  transfer  of  any  alleged  subsidy.  Under  current 
rules,  the  bank  holding  company  structure  is  not 
superior  to  the  bank  subsidiary  structure  in  containing 
any  alleged  subsidy;  the  bank  subsidiary  structure  is 
actually  the  superior  structure  for  containing  any 
alleged  subsidy.  If  the  safeguards  of  sections  23A 
and  23B  are  applied  to  transactions  between  a  bank 
and  its  subsidiary  and  a  bank  and  its  affiliates,  the 
subsidy  is  equally  contained  from  all  angles.  But  a 
bank  can  also  pay  dividends  to  its  holding  compa¬ 
ny— a  transfer  of  funds  which  is  not  subject  to  sec¬ 
tions  23A  and  23B.  Those  funds  may  then,  in  turn,  be 
downstreamed  to  a  holding  company  affiliate. 

Moreover,  in  addition  to  protecting  the  interests  of  tax¬ 
payers,  the  subsidiary  structure  offers  important  ben- 
efits  from  a  safety  and  soundness  and  public  policy 
perspective,  as  discussed  below. 


'Hearings  before  the  Senate  Committee  on  Banking,  Housing 
and  Urban  Affairs.  December  3,  1987 


Benefits  of  Part  5  revisions.  The  revised  Part  5  regu¬ 
lation  provides  a  broad  range  of  benefits.  First,  the 
streamlined  application  procedures  promote  safety 
and  soundness  because  they  provide  a  powerful 
incentive  for  banks  to  ensure  that  they  are  well  man¬ 
aged  and  well  capitalized  so  they  can  take  advan¬ 
tage  of  expedited  processing.  They  enhance  com¬ 
petitiveness  and  efficiency  by  reducing  the  paper¬ 
work  that  must  be  filed  in  connection  with  many  appli¬ 
cations  and  simplifying  the  process  for  charter  con¬ 
versions,  consolidations,  mergers,  and  corporate 
reorganizations. 

The  revised  operating  subsidiary  framework  set  forth 
in  Part  5  has  long-term  safety  and  soundness  bene¬ 
fits.  Use  of  bank  operating  subsidiaries,  for  example, 
allows  banking  organizations  to  focus  their  capital 
and  earnings  strength  on  their  banks,  or  a  lead  bank, 
rather  than  removing  capital  and  channeling  earnings 
away  from  the  bank.  Use  of  operating  subsidiaries 
also  allows  the  benefits  of  activities  diversification  to 
flow  to  the  bank  and  strengthen  it. 

Moreover,  forcing  new  lines  of  business  that  are 
responding  to  the  newest  customer  needs  to  be  con¬ 
ducted  in  holding  company  affiliates  has  troubling 
long-term  ramifications  for  the  health  of  banks  gener¬ 
ally.  Either  the  assets  and  income  stream  of  the  bank 
itself  will  dwindle  away,  or  the  bank  will  reach  farther 
out  on  the  risk  curve.  In  either  case,  what  will  result  is 
a  destabilized  hollow  bank.  This  hollow  bank  will  be 
less  safe  and  sound. 

Also,  the  kind  of  structure  allowed  for  new  bank  activ¬ 
ities  also  has  profound  implications  for  the  application 
and  scope  of  the  CRA.  As  Allen  Fishbein,  General 
Counsel  of  the  Center  for  Community  Change,  recent¬ 
ly  noted,  “it  is  also  important  to  understand  that  the 
OCC’s  new  rule  provides  a  potentially  important 
means  for  increasing  the  resource  base  for  CRA- 
related  activities.”1"  If  growth  and  new  lines  of  busi¬ 
ness  in  banking  organizations  are  forced  to  occur  in 
holding  company  affiliates  and  not  allowed  in  bank 
operating  subsidiaries,  that  growing  base  of  activities 
and  earnings  is  not  available  to  support  a  bank’s  CRA 
efforts.  The  source  of  support  for  CRA  will  shrink,  and, 
in  the  worst  case,  the  CRA  may  become  functionally 
obsolete. 

The  subsidiary  option  should  also  help  banks  of  all 
sizes  compete  more  effectively.  For  large  and  mid- 


^  See  written  testimony,  hearing  before  the  Subcommittee  on 
Financial  Institutions  and  Consumer  Credit,  Committee  on  Banking 
and  Financial  Services,  U  S  House  of  Representatives.  February 
25,  1997. 
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size  banks,  competition  is  increasingly  global.  Most 
of  the  foreign  banks  with  which  U.S.  banks  compete 
are  able  to  engage  in  broad  securities,  insurance  and 
other  activities,  which  they  provide  efficiently  and 
conveniently  through  operating  subsidiaries,  (or  in 
some  cases  directly  through  the  bank  itself).  This 
structure  is  particularly  notable  in  the  European 
Community,  where  many  formidable  financial  con¬ 
glomerates  are  taking  shape.  For  U.S.  banks  that 
must  compete  against  these  firms,  the  subsidiary 
option  gives  them  an  organizational  mode  that  puts 
them  on  more  equal  competitive  footing. 

For  community  banks,  use  of  operating  subsidiaries 
can  be  a  simpler,  less  costly  structure  for  providing 
new  products  and  services.  Community  banks  today 
face  multifaceted  competition — ranging  from  non¬ 
bank  competitors  that  have  lower  regulatory  costs,  to 
credit  unions  with  significant  tax  advantages. 
Community  banks  need  to  be  able  to  choose  the 
organizational  form  that  enables  them  to  compete 
most  effectively  to  meet  these  challenges. 
Diversification  through  operating  subsidiaries  may  be 
their  best  means  of  survival  in  an  increasingly  com¬ 
petitive  marketplace. 

Conclusions 

In  March  1993,  when  I  stood  before  the  Senate 
Committee  on  Banking,  Housing  and  Urban  Affairs  at 
my  confirmation  hearing,  I  stated  that  I  wanted  to 
focus  particular  attention  on  the  structure  and  func¬ 
tion  of  the  banking  system  from  a  long-term  perspec¬ 
tive.  I  also  stated  that  developing  this  vision  of  the 
future  direction  of  the  banking  industry  specifically, 
and  the  financial  services  sector  in  general,  was  a 
critical  basis  for  a  truly  safe  and  sound  banking  sys¬ 
tem.  My  actions  taken  to  date  as  Comptroller,  includ¬ 
ing  promulgation  of  the  revised  Part  5,  demonstrate 
my  commitment  to  those  statements  I  made  four 
years  ago. 


The  OCC  has  changed  significantly  over  the  past  four 
years  and  implemented  many  improvements  in  order 
to  maintain  safety  and  soundness  in  the  banking 
industry.  We  continue  to  look  for  potential  sources  of 
problems  in  the  industry  and  to  make  changes  as 
needed.  I  am  proud  of  our  efforts  and  of  the  OCC’s 
employees  for  their  hard  work  and  dedication  in 
effecting  these  changes.  They  are  a  strong  group  of 
highly  skilled  professionals  who  are  committed  to 
ensuring  the  safety  and  soundness  of  the  national 
banking  system. 

The  revisions  to  Part  5  are  only  one  example  of  the 
OCC’s  actions  over  the  past  four  years,  but  they  epit¬ 
omize  what  the  OCC  is  about:  chartering,  regulating 
and  supervising  national  banks  to  ensure  a  safe, 
sound  and  competitive  national  banking  system  that 
supports  the  citizens,  communities  and  economy  of 
the  United  States.  Certainly,  the  new  Part  5  does  not 
provide  answers  to  all  the  difficult  issues  that  banks 
face.  Like  so  many  changes,  the  new  Part  5  is  a  small, 
but  logical,  step  forward.  But  it  does  hold  the  promise 
of  significant  progress,  and  it  can  be  a  powerful  tool 
for  business  opportunities,  greater  efficiencies, 
enhanced  safety  and  soundness,  and  a  broader  and 
less  expensive  array  of  financial  services  for 
America’s  communities  and  consumers — goals  that 
should  be  shared  by  all  supporters  of  financial  mod¬ 
ernization. 

My  goal  for  the  remainder  of  my  term  is  to  assure  that 
the  national  banking  system  remains  healthy,  stable 
and  able  to  serve  the  diverse  needs  of  American  con¬ 
sumers  and  communities.  We  will  continue  to  build  on 
the  actions  of  the  four-pillar  approach  I  established  to 
guide  OCC  supervision  of  the  national  banking  sys¬ 
tem.  At  the  same  time,  I  am  committed  to  making  cer¬ 
tain  that  our  supervision  and  our  policies  meet  any 
new  challenges  that  the  future  will  bring.  That  is  the 
essence  of  safety  and  soundness. 
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Statement  of  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  House 
Committee  on  Banking  and  Financial  Services,  on  modernization  of  the  nation’s 
banking  laws  governing  permissible  bank  activities  and  the  corporate  structure, 
Washington,  D.C.,  May  22,  1997 


Statement  required  by  12  USC  250:  The  views 
expressed  herein  are  those  of  the  Office  of  the 
Comptroller  of  the  Currency  (OCC)  and  do  not  nec¬ 
essarily  represent  the  views  of  the  President. 

Mr.  Chairman  and  members  of  the  committee,  you 
have  invited  me  here  today  to  discuss  modernization 
of  the  nation’s  banking  laws,  particularly  those  gov¬ 
erning  permissible  bank  activities  and  the  corporate 
structure  they  may  use  in  conducting  them.  I  thank 
you  for  the  opportunity  to  share  with  you  my  thoughts 
on  this  important  topic.  Specifically,  you  asked  me  to 
comment  on  three  bills,  H.R.  10,  H.R.  268,  and  H.R. 
669,  all  of  which  strive  to  adapt  our  nation’s  regulato¬ 
ry  and  supervisory  structure  to  the  realities  of  today’s 
financial  markets. 

I  commend  you,  Mr.  Chairman,  and  the  committee,  for 
your  thoughtful  work  to  foster  dialogue  on  legislation 
to  reform  the  nation’s  banking  laws.  If  the  banking 
system  is  to  remain  strong,  it  is  critical  that  bank  reg¬ 
ulators  continue  to  use  their  authority  under  existing 
law  to  ensure  that  our  regulation  and  supervision 
keeps  pace  with  the  changing  marketplace. 
Nevertheless,  regulatory  changes  are  not  a  substitute 
for  legislation  to  modernize  the  financial  system. 

In  my  testimony,  I  will  first  describe  briefly  the  market 
changes  currently  affecting  the  financial  services 
industry,  discuss  why  those  changes  require  action  to 
modernize  the  legal  and  regulatory  regime  within 
which  the  industry  operates,  and  review  the  princi¬ 
ples  I  believe  should  guide  financial  modernization 
efforts  The  essence  of  these  principles  is  that  true 
financial  modernization  will  require  providing  financial 
services  firms  maximum  flexibility  in  organizational 
structure  and  financial  activities,  consistent  with  safe¬ 
ty  and  soundness  and  fair  access  to  credit. 

Next,  I  will  comment  on  the  three  financial  modern¬ 
ization  bills  the  committee  is  currently  considering.  All 
of  these  bills  move  the  debate  forward  in  that  they 
would  repeal  the  antiquated  Glass-Steagall  restric¬ 
tions  on  affiliations  between  banks  and  securities 
1  rms  for  certain  well-capitalized  banks  and  permit 
bank',  to  affiliate  with  companies  engaged  in  a  broad¬ 
er  range  of  financial  activities  than  is  permissible 
under  current  law  I  do,  however,  have  concerns 
about  provisions  of  the  bills  that  would  unnecessarily 


limit  organizational  flexibility  and,  hence,  banks’  abili¬ 
ty  to  choose  the  most  efficient  form  for  their  opera¬ 
tions.  I  am  also  concerned  about  certain  provisions  of 
the  bills  that  would  force  some  activities  that  banks 
now  conduct  safely  and  profitably  outside  the  bank. 
Such  restrictions  on  where  banks  could  conduct 
activities  and  on  what  financial  activities  they  could 
conduct  would  impair  safety  and  soundness  because 
they  would  limit  a  bank’s  ability  to  diversify  and 
encourage  the  bank  to  take  on  greater  risks  to  main¬ 
tain  earnings.  They  would  adversely  affect  the  goals 
of  the  Community  Reinvestment  Act  (CRA)  because 
they  would  push  assets  and  earnings  out  of  the  bank 
into  affiliates  not  subject  to  the  act. 

The  restrictions  would  limit  a  bank’s  ability  to  respond 
to  changes  in  the  marketplace  and  impose  unneces¬ 
sary  costs  that  would  hinder  banks’  ability  to  com¬ 
pete.  As  a  result,  these  unnecessary  restraints  would 
harm  consumers  by  limiting  the  benefits  of  improved 
services  and  greater  innovation  that  result  from 
increased  competition.  Ultimately,  either  the  assets 
and  income  stream  of  the  institution  would  diminish, 
or  it  would  seek  riskier  lines  of  business  in  order  to 
attract  capital  and  survive.  Either  way,  these  provi¬ 
sions  would  result  in  destabilized  hollow  banks  that 
are  less  safe  and  sound  and  less  able  to  meet  the 
broad  financial  needs  of  their  customers  and  serve 
our  communities. 

Finally,  I  will  discuss  the  issues  you  raised  in  your  let¬ 
ter  of  invitation:  firewalls  and  safeguards,  commerce 
and  banking,  holding  company  regulation,  and  thrift 
charter  conversion. 

The  Changing  Competitive  Environment 

The  banking  industry  of  the  twenty-first  century  is 
being  shaped  by  an  unprecedented  combination  of 
pressures.  Today’s  information-driven  economy  is 
decreasing  banks’  traditional,  core,  competitive 
advantage.  The  information  needed  to  make  prudent 
and  profitable  loans  is  now  more  easily  available,  and 
less  costly  to  access,  than  ever  before.  As  techno¬ 
logical  changes  impact  the  production,  packaging, 
and  delivery  of  financial  services,  banks  face  compe¬ 
tition  not  only  from  finance  companies,  mortgage 
bankers,  and  investment  houses,  but  also  from  non- 
traditional  competitors,  such  as  telecommunications 
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companies  and  software  development  firms. 
Moreover,  banks’  traditional,  core  customers — com¬ 
mercial  and  industrial  firms — are  increasingly 
bypassing  insured  depositories  and  accessing  the 
capital  markets  directly. 

Driven  by  technological  change,  economic  globaliza¬ 
tion  also  has  made  financial  services  markets 
increasingly  competitive.  A  1994  OCC  study  of  for¬ 
eign  banks  operating  in  the  United  States  reported 
that  foreign  banks’  share  of  the  U.S.  commercial  and 
industrial  loan  market  grew  from  16  percent  in  1983  to 
39  percent  in  1993.1 

In  addition,  the  mix  of  products  and  services  that  con¬ 
sumers  want  and  need  has  changed  and  will  contin¬ 
ue  to  change  with  increasing  consumer  sophistication 
and  changing  demographics.  The  aging  baby 
boomer  population  understands  it  has  a  variety  of 
investment  options  and  opportunities  for  its  retirement 
savings.  Correspondingly,  there  has  been  a  migration 
of  savings  from  insured  deposits  to  mutual  funds  that 
offer  an  array  of  investment  and  risk/reward  profiles. 
Last  year,  for  the  first  time  in  the  history  of  the  United 
States,  assets  held  in  mutual  funds  exceeded  assets 
held  in  insured  deposits.  Furthermore,  the  percent¬ 
age  of  household  financial  assets  invested  in  bank 
deposits  decreased  from  36  percent  in  1975  to  18 
percent  in  1995. 

Finally,  the  different  types  of  financial  products  have 
tended  to  converge  and  different  providers  increas¬ 
ingly  offer  a  similar  array  of  products  and  services. 
There  is  no  longer  a  sharp  distinction  between  a  syn¬ 
dicated  loan  and  privately  placed  financial  paper, 
between  an  interest-bearing  NOW  account  and  a 
money  market  mutual  fund,  or  between  a  mutual  fund 
and  a  variable  annuity.  Banks  and  thrifts  are  increas¬ 
ingly  similar  in  their  product  mix.  Banks  sell  mutual 
funds  and  other  securities  and  underwrite  a  limited 
range  of  securities.  Securities  firms  make  and  syndi¬ 
cate  commercial  loans  and  offer  money  market 
accounts  with  checking  privileges.  And,  just  a  few 
weeks  ago,  several  insurance  companies  announced 
that  they  are  contemplating  opening  thrifts.  In  short, 
technological  and  financial  innovation,  together  with 
market  pressures  to  offer  consumers  a  wider  array  of 
services,  have  eroded  the  traditional  segmentation  of 
the  financial  marketplace. 

The  Case  for  Financial  Modernization 

Changes  in  the  financial  marketplace,  while  more 
dramatic  in  recent  years,  are  not  a  new  phenomenon. 

1  Nolle,  Daniel  E.  “Are  Foreign  Banks  Out-Competing  U.S.  Banks 
in  the  U.S.  Market?"  Economics  and  Policy  Analysis  Working  Paper 
94-5,  May  1994. 


Nonetheless,  for  60  years  our  laws  have  remained 
frozen  in  the  face  of  a  dynamic  market  that  is  now  dri¬ 
ven  by  technological  change.  We  need  a  broad 
reconsideration  of  the  legal  framework  in  order  to  pro¬ 
mote  a  robust  competitive  marketplace,  while  main¬ 
taining  safety  and  soundness,  fair  access  to  financial 
services,  and  vital  consumer  protections. 

It  is  crucial  that  the  plan  Congress  adopts  for  financial 
modernization  be  thoughtfully  conceived.  We  should 
keep  in  mind  that  any  agreements  this  Congress 
makes  to  reshape  the  landscape  of  the  financial  ser¬ 
vices  industry  could  be  as  durable  as  the 
Glass-Steagall  Act.  In  creating  a  new  paradigm  for 
the  financial  services  industry,  therefore,  Congress 
must  allow  for  the  change  in  the  financial  markets  that 
is  occurring  at  an  increasingly  rapid  pace.  We  will  not 
achieve  the  gains  we  desire  unless  legislation  moves 
beyond  shuffling  the  boxes  into  which  we  attempt  to 
carve  up  various  parts  of  the  financial  services  indus¬ 
try.  We  must  recognize  that  the  marketplace  will  reject 
these  artificial  distinctions  and  that  American  con¬ 
sumers  and  the  American  economy  are  better  served 
by  providing  financial  service  firms  with  sufficient  flex¬ 
ibility  in  structure  and  activities  to  change  with  the 
evolving  economy. 

Principles  for  Financial  Modernization 

When  I  testified  before  the  Financial  Institutions  and 
Consumer  Credit  and  the  Capital  Market,  Securities, 
and  Government  Sponsored  Enterprises 
Subcommittees  earlier  this  year,  I  outlined  five  princi¬ 
ples  that,  in  the  context  of  this  rapidly  changing  envi¬ 
ronment,  should  guide  financial  modernization  efforts. 
In  my  view,  modernization  that  does  not  adhere  to  the 
following  five  principles  will  do  more  harm  than  good. 

Maintaining  safety  and  soundness.  First  and  fore¬ 
most,  financial  modernization  must  ensure  the  safety 
and  soundness  of  the  banking  system.  Providing 
banks  the  ability  to  maintain  strong  earnings  through 
prudently  conducted  financial  activities  is  the 
essence  of  safety  and  soundness.  At  the  same  time, 
no  safeguards  can  succeed  without  expert,  on-site 
supervision. 

Access  to  financial  services  and  consumer  protec¬ 
tion.  The  second  principle  for  financial  modernization 
is  that  reform  should  promote  broader  access  to 
financial  services  for  all  consumers.  It  is  incumbent 
on  us,  as  we  pursue  the  modernization  of  our  financial 
services  industry,  to  guard  against  the  possibility  that 
the  “haves"  of  our  society  will  benefit,  while  the  have 
nots”  are  left  farther  behind. 

Promoting  competition.  The  third  principle  is  that 
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financial  modernization  should  promote  competition 
and  increase  efficiency  within  the  financial  services 
industry  as  a  whole — including  banks,  securities 
firms  and  insurance  companies  alike.  This  increased 
competition  should  benefit  consumers  and  business¬ 
es  through  lower  costs,  increased  access,  improved 
services  and  greater  innovation. 

Role  of  community  banks.  The  fourth  principle  is  that 
financial  modernization  must  not  impose  unneces¬ 
sary  structural  requirements  or  activities  limitations 
that  would  effectively  preclude  community  banks  and 
the  customers  they  serve  from  reaping  the  benefits  of 
modernization.  Community  banks  are  critical  to  meet¬ 
ing  the  needs  of  small  businesses  and  farms  and  the 
nation’s  small,  rural  communities. 

Flexible  corporate  structure.  The  fifth  principle  is  that 
financial  modernization  must  ensure  that  financial 
services  providers  have  the  flexibility  to  choose,  con¬ 
sistent  with  safety  and  soundness,  the  organizational 
form  that  best  suits  their  business  plans.  This  princi¬ 
ple  is  essential  because  it  is  necessary  for  the  full 
attainment  of  the  other  four  principles. 

Taken  together,  these  principles  support  a  legal  and 
regulatory  regime  that  provides  financial  services 
firms  with  broad  flexibility,  consistent  with  safety  and 
soundness,  fair  access,  and  consumer  protection,  to 
conduct  a  full  array  of  financial  activities  and  to  struc¬ 
ture  their  businesses  in  the  manner  that  best  serves 
their  business  needs. 

Comments  on  H.R.  10,  H.R.  268,  and  H.R.  669 

While  I  do  have  concerns  about  specific  provisions  in 
each  of  the  bills  that  you  have  asked  me  to  discuss,  I 
commend  their  sponsors  for  advancing  the  debate  on 
financial  services  modernization  and  for  recognizing 
the  need  to  enact  legislation  that  would  allow  banks 
to  become  more  competitive  and  meet  the  public’s 
evolving  financial  services  needs.  All  of  the  bills 
would  repeal  the  antiquated  Glass-Steagall  restric¬ 
tions  on  affiliations  with  securities  firms  for  certain 
well-capitalized  banks  and  would  permit  banks  to 
affiliate  with  companies  engaged  in  a  broader  range 
of  financial  activities  than  are  permissible  under  cur¬ 
rent  law. 

My  principal  concern  is  that,  to  varying  degrees,  each 
bill  would  unnecessarily  limit  bank  organizational 
choice  and  unnecessarily  restrict  the  ability  of  banks 
to  engage  m  activities  they  now  conduct  safely.  There 
c  no  cafefy  and  soundness  reason  to  limit  banks’  abil¬ 
ity  to  use  the  operating  subsidiary  structure  to  house 
new  activities  or  to  force  banks  to  move  activities  that 
they  are  now  engaging  in  safely  outside  the  bank. 


My  discussion  of  the  bills  before  the  committee  focus¬ 
es  on  the  two  critical  issues  that  this  reform  effort 
must  address:  what  corporate  structure  is  appropri¬ 
ate  for  the  conduct  of  new  activities  and  what  activi¬ 
ties  are  permissible  for  banks  to  conduct. 

Corporate  Structure 

Business  firms  should  be  allowed  to  choose  the  orga¬ 
nizational  form  that  best  serves  their  business  needs, 
absent  compelling  public  policy  reasons — such  as 
safety  and  soundness.  Today,  banking  companies 
have  two  basic  options  for  conducting  expanded 
activities  that  may  not  be  conducted  in  the  bank — the 
holding  company  affiliate  approach  and  the  bank 
subsidiary  approach.  As  I  will  discuss,  there  is  no 
basis  to  limit  bank  choice  to  the  holding  company 
model. 

The  subsidiary  structure  offers  important  operational 
advantages  and  attendant  public  policy  benefits.  For 
example,  use  of  bank  operating  subsidiaries  allows 
banking  organizations  to  focus  their  capital  and  earn¬ 
ings  strength  on  their  banks,  or  a  lead  bank,  rather 
than  removing  capital  and  channeling  earnings  to 
nonbank  affiliates.  Use  of  operating  subsidiaries  also 
allows  the  benefits  of  activities  diversification  to  flow 
to  the  bank  and  strengthen  it.  For  community  banks, 
use  of  operating  subsidiaries  can  be  simpler  and  less 
costly  than  relying  on  the  holding  company  structure 
to  provide  new  products  and  services. 

The  structure  allowed  for  new  bank  activities  also  has 
important  implications  for  the  application  of  the 
Community  Reinvestment  Act.  The  CRA  only  applies 
to  insured  depository  institutions.  It  does  not  apply  to 
holding  companies  or  to  nonbank  subsidiaries  of  a 
holding  company.  This  is  an  important  distinction 
because  earnings  from  a  bank  subsidiary  can  flow  up 
to  the  bank,  thereby  increasing  the  ability  of  a  bank  to 
undertake  CRA  activities.  Moreover,  when  regulators 
assess  the  capacity  of  the  bank  to  serve  its  commu¬ 
nity,  they  consider  the  bank’s  total  assets,  which, 
under  generally  accepted  accounting  principles, 
include  the  assets  of  the  bank  subsidiaries.  By  con¬ 
trast,  earnings  of  a  holding  company  subsidiary  flow 
to  the  parent  holding  company,  not  the  bank,  and  are 
not  available  to  support  directly  the  bank's  CRA  activ¬ 
ities.  Also,  regulators  do  not  consider  the  assets  of 
the  holding  company  affiliate  when  assessing  the 
bank’s  capacity  to  serve  its  community. 

If  growth  and  new  lines  of  business  in  banking  orga¬ 
nizations  are  forced  to  occur  outside  of  the  bank, 
therefore,  there  will  be  a  growing  base  of  activities 
and  earnings  that  will  not  be  subject  to  CRA  require¬ 
ments.  This  is  more  than  a  theoretical  argument.  The 
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increased  attention  the  OCC  has  given  CRA  in  recent 
years  has  had  concrete  results,  providing  new  oppor¬ 
tunities  for  many  to  participate  in  the  American  dream 
of  home  ownership:  home  mortgage  loans  to  low-  to 
moderate-income  census  tracts  increased  22  percent 
from  1993  to  1995,  more  than  twice  the  10  percent 
increase  across  all  census  tracts.2  Reducing  the  base 
of  resources  banks  have  available  to  invest  in  their 
communities  will  deny  real  people  the  opportunity  to 
share  in  this  dream  in  years  to  come. 

Bank  subsidiaries  as  a  structural  option  are  not  new. 
They  have  been  used  in  the  United  States  and  abroad 
for  many  decades.  As  shown  in  Table  1  below,  U.S. 
banks  have,  for  many  years,  successfully  engaged  in 
a  variety  of  financial  services  abroad  directly  in  their 
branches  and  in  bank  subsidiaries.  Under  longstand¬ 
ing  authority  of  the  Federal  Reserve  Act  and  other 
banking  laws  and  regulations,  bank  subsidiaries  can 
and  do  conduct  a  variety  of  activities  overseas,  such 
as  equity  underwriting,  leasing,  insurance  activities, 
dealing  and  investing  in  corporate  debt  securities,  and 


making  certain  limited  investments  in  other  types  of 
enterprises.  Less  than  a  year  ago,  Congress  increased 
the  amount  that  U.S.  banks  were  permitted  to  invest  in 
foreign  subsidiaries  that  conduct  these  activities.3 
And,  not  only  have  bank  subsidiaries  proven  to  be  a 
safe  and  sound  way  for  banks  to  conduct  these  new 
activities,  but  also  notably,  overseas  subsidiaries  have 
outperformed  the  domestic  operations  of  their  compa¬ 
nies  in  each  year  from  1990  through  1995. 

In  addition,  as  shown  in  Table  2  below,  banks  in  most 
G-10  countries,4  with  the  notable  exceptions  of  the 
United  States  and  Japan,  have  long  engaged  in  a 
broad  range  of  financial  services  activities,  including 
underwriting  and  brokering  securities  and  insurance, 
directly  in  the  bank  or  in  subsidiaries  of  the  bank.5 
This  broader  range  of  activities  has  not  impaired  bank 
safety  and  soundness.  On  the  contrary,  foreign  bank 
supervisors  have  told  me  that  income  from  non-tradi- 
tional  activities  has  been  a  key  support  for  the  safety 
and  soundness  of  certain  banks  during  periods  of 
financial  stress. 


Table  1 — Subsidiaries  of  U.S.  Banks  Operating  Abroad 


Number  of 

Total  Assets 

Net  Income 

Selected  Activities 

Subsidiaries 

($  million) 

($  million) 

Insurance  agency  and  brokerage 

7 

1,341 

70 

Insurance  underwriting 

11 

2,728 

92 

Securities  underwriting  and  brokerage 

75 

94,222 

353 

Investment  and  merchant  banking 

55 

76,176 

362 

All  Activities 

1,236 

405,408 

5,588 

(Source:  Report  of  Condition  for  Foreign  Subsidiaries  of  U.S.  Banking  Organizations,  FR2314 
Data  as  of  December  31,  1995  for  subsidiaries  with  total  assets  above  $1  million) 


2Source:  Flome  Mortgage  Disclosure  Act  (HMDA)  data. 

^Section  2307  of  the  Economic  Growth  and  Regulatory 
Paperwork  Reduction  Act  of  1996  (enacted  on  September  30, 
1996)  increased  from  10  to  20  percent  of  capital  the  maximum 
amount  that  a  national  bank  can  invest  in  an  Edge  Act  or 
Agreement  Corporation,  provided  the  Federal  Reserve  determines 
that  the  additional  investment  would  not  be  unsafe  or  unsound. 
This  provision  is  codified  at  12  USC  618. 


4The  G-10,  or  Group  of  Ten,  includes  the  governments  of  nine 
countries  and  the  central  banks  of  two  others  for  a  total  of  1 1  mem¬ 
bers.  The  members  are  the  governments  of  Belgium,  Canada. 
France,  Italy,  Japan,  the  Netherlands,  Switzerland,  the  United 
Kingdom,  the  United  States,  and  the  central  banks  of  Germany  and 
Sweden. 

^Because  of  the  organizational  flexibility  that  other  countries  give 
their  financial  services  companies,  forcing  U  S  banks  into  a  hold¬ 
ing  company  structure  is  particularly  problematic  as  the  financia 
services  marketplace  is  increasingly  globalized.  The  holding  com¬ 
pany  approach  may  disadvantage  U.S.  banks  as  they  compete 
with  many  foreign  banks,  which  enjoy  the  cost  advantages  of  being 
able  to  structure  their  activities  in  whatever  manner  they  find  most 
efficient. 
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Insurance  activities  include: 


Selling  all  forms  of  insurance  as  agent 

Underwriting  life,  annuity,  and  pension-fund 
related  insurance 


•  Underwriting  foreign  government  securities 
(subject  to  capital  limits) 

•  Sponsoring  mutual  funds 
Profits  and  assets: 


Securities  activities  include: 

•  Underwriting  and  dealing  in  debt  securities 

•  These  subsidiaries  earned  a  profit  in  every  year 

between  1990  and  1995,  and,  on  average,  had 
higher  returns  than  the  U.S.  banks  themselves. 

•  Underwriting  and  dealing  in  equity  securities 

(subject  to  volume  limits) 

•  In  1995  total  assets  in  these  activities  account¬ 

ed  for  17  percent  of  the  consolidated  assets  of 
the  respective  holding  companies. 

Table  2 — International  Comparison: 

Corporate  Form  in  Which  Bank  Activities  are  Most  Often  Conducted 

Country 

Securities 

Activities 

Insurance 

Activities 

Real  Estate 

Activities 

SOMEWHAT  RESTRICTED  BANK  POWERS 

Italy 

Bank 

Bank  sub1 

Bank  sub 

Sweden 

Bank 

Bank  sub 

Prohibited 

Canada 

Bank  sub 

Bank  sub 

Bank  sub 

Greece 

Bank  sub 

Bank  sub 

Bank  sub 

WIDE  BANK  POWERS 

Finland 

Bank 

Bank  sub 

Bank  sub 

Germany 

Bank 

Bank  sub 

Bank  sub 

Luxembourg 

Bank 

Bank  sub 

Bank  sub 

Portugal 

Bank/Bank  sub 

Bank/Bank  sub 

Bank  sub 

Spain 

Bank/Bank  sub 

Bank  sub 

Bank  sub 

Austria 
Switzerland 
United  Kingdom 

Netherlands 


VERY  WIDE  BANK  POWERS 


Bank  BHC  sub 

Bank  Bank  sub 

Bank/Bank  sub  Bank  sub2 

/BHC  sub 

Bank  BHC  sub 


Bank 

Bank  sub 

Bank/Bank  sub 
/BHC  sub 

Bank  sub 
/BHC  sub 


Source  OCC,  using  information  provided  by  bank  supervisory  authorities  in  the  respective  countries. 

Activities  Securities  includes  underwriting,  dealing  and  brokering  all  kinds  of  securities  and  all  aspects  of  the  mutual  fund  business. 

Insurance  includes  underwriting  and  selling  insurance  products/services  as  principal  and  as  agent.  Real  estate  includes  invest¬ 
ment,  development  and  management 

■ i)  Insurance  activities  must  be  conducted  by  insurance  companies.  Banks  usually  act  as  an  agent  of  insurance  companies 
(2)  With  the  exception  of  selling  insurance  as  an  agent,  which  is  commonly  conducted  directly  in  the  bank 
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Here  in  the  United  States,  use  of  operating  sub¬ 
sidiaries  to  conduct  a  broad  range  of  activities  is  also 
not  new.  Many,  if  not  most,  states  already  authorize 
their  banks  to  engage  in  a  variety  of  activities  not  per¬ 
missible  for  national  banks,  either  directly  or  through 
a  bank  subsidiary.  It  is  most  interesting  to  note  in  this 
regard  that  the  Conference  of  State  Bank  Supervisors 
(CSBS)  has  testified  that  requiring  new  activities  to  be 
performed  in  bank  holding  company  subsidiaries 
would  “strike  at  the  heart  of  the  dual  banking  sys¬ 
tem.”* * * * 6 7  The  CSBS  has  explained  that  such  a  require¬ 
ment  would  inhibit  the  state’s  ability  to  authorize  new 
powers  and  products  in  the  most  cost-effective  ways, 
which  is  often  in  bank  subsidiaries. 

Based  on  the  experience  of  state  banks  with  operat¬ 
ing  subsidiaries,  current  and  former  Federal  Deposit 
Insurance  Corporation  (FDIC)  chairmen  alike  have 
agreed  that,  from  a  safety  and  soundness  perspec¬ 
tive,  allowing  banks  to  conduct  new  activities  in  an 
operating  subsidiary  is  at  least  as  safe  and  sound  as 
allowing  banking  companies  to  conduct  these  activi¬ 
ties  in  an  affiliate.  Chairman  Ricki  Heifer  noted  in 
recent  testimony  that  the  FDIC’s  experience  with  the 
activities  of  bona  fide  securities  subsidiaries  of 
insured  nonmember  banks  has  not  raised  safety  and 
soundness  concerns/  Likewise,  former  FDIC 
Chairman  L.  William  Seidman  testified  before 
Congress,  “if  banks  are  adequately  insulated  .  .  .  then 
from  a  safety  and  soundness  viewpoint  it  is  irrelevant 
whether  nonbanking  activities  are  conducted  through 
affiliates  or  subsidiaries  of  banks.”8  In  discussing  the 
bank  subsidiary  option,  William  M.  Isaac,  also  former 
Chairman  of  the  FDIC,  stated  that,  “[cjertainly  there’s 
no  more  risk  than  would  be  present  if  the  activities 
were  conducted  in  a  holding  company  affiliate.”9  In 
discussing  the  advantages  of  the  bank  subsidiary 
approach,  Chairman  Heifer  stated  in  recent  testimony 
that  “[w]ith  appropriate  safeguards,  having  earnings 
from  new  activities  in  bank  subsidiaries  lowers  the 
probability  of  failure  and  thus  provides  greater  pro¬ 
tection  for  the  insurance  fund  than  having  the  earn¬ 
ings  from  new  activities  in  bank  holding  company 


^Testimony  of  James  Hansen,  Chairman,  Conference  of  State 

Bank  Supervisors,  at  hearings  on  H.R.  1062,  The  Financial  Services 

Competitiveness  Act  of  1995,  Glass-Steagall  Reform,  and  Related 

Issues  (Revised  H.R.  18,  part  4,  before  the  Committee  on  Banking 

and  Financial  Services.  U.S.  House  of  Representatives,  April  1995. 

7See  testimony  of  Ricki  Heifer,  Chairman,  FDIC,  on  financial  mod¬ 

ernization  before  the  Subcommittee  on  Capital  Markets,  Securities, 
and  Government  Sponsored  Enterprises,  Committee  on  Banking 
and  Financial  Services,  U.S.  House  of  Representatives,  March  5, 

1997. 

^Hearings  before  the  Senate  Committee  on  Banking,  Housing, 
and  Urban  Affairs,  December  3,  1987. 

9 American  Banker,  December  19,  1996. 


affiliates.  The  reason  for  this  is  that  diversification 
often  leads  to  less  volatile  earnings.  .  .  .  Thus,  on 
average,  allowing  a  bank  to  put  new  activities  in  a 
bank  subsidiary  lowers  the  probability  of  failure  and 
provides  greater  protection  to  the  insurance  funds. 
For  the  FDIC  as  deposit  insurer,  this  is  an  extremely 
important  benefit  of  the  bank  subsidiary  structure."10 * * 

In  light  of  this  extensive  experience  with  operating 
subsidiaries  and  because  we  believe  that  flexibility  in 
corporate  structure  does  not  raise  safety  and  sound¬ 
ness  concerns  and  will  benefit  consumers  and  under¬ 
served  communities,  the  OCC  recently  amended  its 
rules  at  12  CFR  Part  5  to  put  in  place  a  process  for 
national  banks  to  seek  approval  to  engage  in  activi¬ 
ties  that  are  part  of  or  incidental  to  the  business  of 
banking  but  that  are  different  from  those  the  bank 
may  engage  in  directly.  I  believe  it  is  critical  that  any 
financial  modernization  legislation  retain  the  operat¬ 
ing  subsidiary  option  contained  in  Part  5. 

Despite  the  sound  history,  some  observers  have  criti¬ 
cized  the  operating  subsidiary  option.  They  have 
expressed  the  concern  that  banks  benefit  from  a  safe¬ 
ty  net  subsidy  that  allows  them  to  borrow  at  lower 
rates  than  competitors.  Those  with  this  point  of  view 
insist  that  this  alleged  subsidy  should  not  be  allowed 
to  spread  to  new  activities  conducted  within  the  bank¬ 
ing  organization.  They  argue  that  the  supposed  sub¬ 
sidy  can  be  transmitted  to  an  operating  subsidiary, 
but  not  to  a  bank  holding  company  affiliate.  Thus,  gov¬ 
ernment  should  prescribe  organizational  form,  impos¬ 
ing  costs  on  banks  and  consumers  in  order  to  main¬ 
tain  the  integrity  of  access  to  the  federal  safety  net. 

The  attached  paper  responds  to  these  concerns  in 
detail  [attachment  omitted].  To  summarize,  there  sim¬ 
ply  is  no  evidence  of  a  net  subsidy.  Any  benefit  to 
banks  that  may  have  existed  from  access  to  the  safe¬ 
ty  net  has  declined  in  value  over  the  past  decade. 
The  value  of  any  benefit  is  offset  by  capital  require¬ 
ments,  forgone  interest  on  sterile  reserves,  examina¬ 
tion  fees,  risk-based  deposit  insurance  premiums, 
and  other  costs  of  regulation.11  Even  using  conserva¬ 
tive  assumptions  with  respect  to  cost  estimates,  the 
estimated  net  “subsidy”  received  by  banks  is  nega¬ 
tive.  Evidence  cited  as  proof  of  a  subsidy  is  readily 
attributed  to  other  factors.  Most  important,  banks  do 
not  behave  as  if  they  enjoy  a  subsidy. 

In  light  of  the  operational  and  public  policy  benefits 
that  can  ensue  when  banks  are  given  the  ability  to 


Op .  cit. 

11  Whalen,  Gary,  “The  Competitive  Implications  of  Safety  Net- 
Related  Subsidies,"  Economics  Working  Paper  97-7.  April  199' 
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choose  the  organizational  form  that  best  suits  their 
needs  the  OCC  has  substantial  concerns  about  pro¬ 
visions  in  H  R  10,  H.R  268,  and  H  R.  669  that  would 
restrict  organizational  flexibility.  H.R.  268,  particularly, 
fails  to  offer  banks  any  room  to  choose  how  to  struc¬ 
ture  their  operations. 

I  am  encouraged  that  H.R.  10  contains  express  pro¬ 
visions  that  incorporate  the  basic  concept  contained 
in  the  OCC’s  Part  5  rule  that  national  bank  operating 
subsidiaries  may  engage  in  activities  that  are  different 
from  those  permitted  for  the  parent  bank,  with  specif¬ 
ic  safeguards  in  place.  H.R.  10  ,  however,  would 
impose  practical  restrictions  that  would  greatly 
reduce  banks’  ability  to  use  the  operating  sub¬ 
sidiaries  option.  And  those  restrictions  are  not  neces¬ 
sary  to  ensure  safety  and  soundness.  For  example, 
under  H.R.  10,  special  operating  subsidiaries  may  not 
engage  in  all  of  the  activities  that  would  be  permissi¬ 
ble  for  a  securities  affiliate  of  a  financial  services  hold¬ 
ing  company.  There  is  no  prudential  reason  to  treat  a 
special  operating  subsidiary  any  different  from  a 
securities  affiliate. 

The  provisions  in  H.R.  10  and  H.R.  669,  to  the  extent 
that  they  authorize  banks  to  conduct  activities  in 
operating  subsidiaries,  are  more  likely  than  H.R.  268 
to  advance  safety  and  soundness  by  allowing  pru¬ 
dent  diversification  and  to  enhance  industry 
resources  available  to  support  CRA.  The  provisions  in 
H.R.  268  that  would  force  new  securities  activities  to 
be  conducted  only  in  a  subsidiary  of  a  holding  com¬ 
pany  would  limit  the  bank’s  ability  to  diversify  and  shift 
resources  to  entities  that  are  not  directly  subject  to 
CRA  requirements. 

H.R.  268  and  H.R.  669  would  also  impose  unneces¬ 
sary  costs  by  forcing  banks  seeking  to  conduct  new 
activities  as  provided  by  the  bills  to  form  a  financial 
services  holding  company,  which  could  make  it  too 
expensive  for  smaller  banks  to  offer  the  broader 
range  of  products  their  customers  desire.  The  restric¬ 
tions  contained  in  these  bills  and,  to  a  lesser  extent  in 
H  R  10,  are  not  only  unnecessary,  but,  as  I  men¬ 
tioned  before,  they  can  lead  to  a  less  safe,  less  sound 
banking  system.  Forcing  activities  into  a  holding  com¬ 
pany  affiliate  will  lead  banks  either  to  shrink  or  to  take 
on  greater  risks  to  maintain  earnings,  and  the  result 
will  be  destabilized  hollow  banks.  Markets  for  bank¬ 
ing  services  will  be  less  competitive,  and  fewer 
resources  will  be  available  to  banks  to  meet  commu¬ 
nity  needs  Bank  customers  will  face  higher  fees, 
reduced  services,  and  fewer  choices.  The  many  sec¬ 
tors  of  the  economy  that  depend  on  community  banks 
wii  be  denied  the  benefits  of  modernization.  And,  in 
e  world  m  which  financial  institutions  compete  global¬ 
ly  and  money  can  move  rapidly,  cost  disadvantages 


due  to  excessive  regulation  may  cause  financial 
activities  to  move  off-shore,  weakening  U.S.  financial 
services  institutions. 

Permissible  Activities 

There  is  considerable  evidence  both  internationally 
and  within  the  United  States  to  suggest  that  an  appro¬ 
priate  expansion  of  permissible  activities  can  provide 
benefits  to  consumers  and  increase  the  efficiency  of 
the  banking  system.111’  Banks  gain  from  the  ability  to 
diversify  their  sources  of  income  and  thereby  reduce 
risk.  In  that  context,  misguided  attempts  to  shield 
banks  from  the  downside  of  what  are  incorrectly 
labeled  as  riskier  activities  will  prevent  the  industry 
from  taking  advantage  of  the  upside  of  a  broader  and 
more  diversified  range  of  activities. 

The  simple  fact  is  that  regulations  peculiar  to  bank¬ 
ing,  in  conjunction  with  changes  in  technology  that 
have  eroded  banks’  informational  advantage  in  cor¬ 
porate  lending,  have  greatly  reduced  the  profitability 
of  what  was  once  banks’  bread-and-butter  lending 
activity.  Banks  have  shown  considerable  ingenuity  in 
finding  new  and  profitable  activities  to  replace  those 
in  decline,  in  particular  by  expanding  the  range  of 
guarantees,  derivatives,  and  other  off-balance-sheet 
activities  that  they  offer.  Ingenuity  is  no  substitute  for 
legislation  that  would  allow  banks  greater  freedom  to 
diversify  by  engaging  in  a  full  line  of  financial  activi¬ 
ties,  a  freedom  that  their  counterparts  in  many  other 
countries  have  long  enjoyed,  however. 

As  I  have  noted,  it  is  also  apparent  that  consumers  of 
financial  services  can  benefit  from  expanding  bank 
activities.  Consumers  will  benefit  directly  in  that  they 
will  be  able  to  obtain  a  greater  variety  of  services  from 
a  single  source.  Nonbank  financial  service  providers 
have  been  offering  an  ever  wider  range  of  services 
because  consumers  can  benefit  in  terms  of  lower 
cost  and  greater  convenience.  Consumers  will  also 
benefit  from  the  lower  costs  to  banks  and  increased 
competition  in  the  financial  services  industry. 


12Evidence  suggests  that  Section  20  affiliates  increase  average 
returns,  lower  costs,  and  reduce  risk  for  their  bank  holding  compa¬ 
nies.  See  Elijah  Brewer,  "Relationship  Between  Bank  Holding 
Company  Risk  and  Nonbank  Activity,"  Journal  of  Economics  and 
Business,  Vol.  41  (November),  pp  337-353;  Myron  kwast,  "The 
Impact  of  Underwriting  and  Dealing  on  Bank  Return  and  Risks," 
Journal  of  Banking  and  Finance,  Vol.  13,  pp  101-125;  Vincent  R 
Apilado,  John  G.  Gallo,  and  Larry  J.  Lockwood,  "Expanded 
Securities  Underwriting:  Implications  for  Bank  Risk  and  Return," 
Journal  of  Economics  and  Business,  Vol  45,  pp  143  158,  Simon 
H.  Kwan,  "Securities  Activities  by  Commercial  Banking  Firms' 
Section  20  Subsidiaries."  Federal  Reserve  Bank  of  San  Francisco. 
Working  Paper,  January  1997 
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Allowing  banks  to  enter  the  insurance  market,  in  par¬ 
ticular,  holds  the  promise  of  improved  service,  lower 
prices,  and  greater  convenience  for  consumers. 
Recent  studies  of  efficiency  in  both  the  banking  and 
the  insurance  industry  have  shown  that  both  indus¬ 
tries  harbor  widespread  inefficiency,  as  measured  by 
the  unit  costs  of  most  firms  in  each  industry  relative  to 
those  of  firms  adhering  to  the  best  practices.13 

Given  the  need  for  banks  to  diversify  further,  it  is 
especially  distressing,  therefore,  that  H.R.  10,  H.R. 
268,  and  H.R.  669  contain  activities  restrictions  that 
would  prohibit  banks  from  directly  engaging  in  new 
activities,  as  well  as  certain  activities  that  they  now 
conduct  and  have  conducted  safely.  In  so  doing, 
those  restrictions  would  decrease  the  opportunities 
for  banks  and  their  customers  to  benefit  from  diversi¬ 
fication  without  any  offsetting  safety  and  soundness 
gain.  For  example,  H.R.  10  and  H.R.  268  (under  some 
circumstances)  would  make  it  more  expensive  for 
banks  to  conduct  their  existing  brokerage  activities 
by  subjecting  banks  to  increased  regulatory  burden, 
including  Securities  and  Exchange  Commission 
(SEC)  net  capital  rules.  H.R.  669  would  completely 
prohibit  banks  affiliated  with  a  financial  services  hold¬ 
ing  company  from  engaging  in  securities  brokerage. 
In  addition,  H.R.  10  and  H.R.  268  would  bar  banks 
associated  with  a  securities  affiliate  from  underwriting 
asset-backed  securities  and  from  dealing  in  or  under¬ 
writing  any  securities  other  than  bank  eligibles.  Under 
H.R.  268,  subsidiaries  of  banks  are  subject  to  the 
same  activities  restrictions.  H.R.  10  would  repeal  the 
exemption  in  the  securities  laws  for  banks  that  act  as 
investment  advisers  to  mutual  funds  and  H.R.  268 
would  repeal  that  exemption  for  banks  that  are  affili¬ 
ated  with  financial  services  holding  companies.  Also, 
H.R.  669  would  prohibit  banks  controlled  by  financial 
services  holding  companies  from  continuing  to 
underwrite  or  deal  in  some  securities  that  are  permis¬ 
sible  under  current  law.  Banks  have  historically 
engaged  in  all  these  activities,  and  they  have  not 
posed  safety  and  soundness  concerns. 


^Andrew  M.  Yuengert,  “The  Measurement  of  Efficiency  in  Life 
Insurance:  Estimates  of  a  Mixed  Normal-Gamma  Error  Model,” 
Journal  of  Banking  and  Finance ,  vol.  17  (April  1993),  pp.  483-96, 
found  that  the  typical  firm  in  the  life  insurance  industry  had  costs 
35-50  percent  higher  than  the  best-practice  firms.  Lisa  A.  Gardner 
and  Martin  F.  Grace,  “X-Efficiency  in  the  U  S.  Life  Insurance 
Industry,”  Journal  of  Banking  and  Finance,  vol.  17  (April  1993),  pp. 
497-510,  reported  a  mean  efficiency  estimate  of  17  percent  for 
their  sample  of  561  life  insurance  companies;  truncating  the  distri¬ 
bution  to  reduce  the  effect  of  luck  and  observation  error  raised  this 
only  to  42  percent.  Similarly,  Allen  N.  Berger  and  Loretta  J.  Mester, 
"Inside  the  Black  Box:  What  Explains  Differences  in  the  Efficiencies 
of  Financial  Institutions,”  forthcoming,  Journal  of  Banking  and 
Finance,  Vol  21,  1997,  found  that  “13.2  percent  of  costs  are  wast¬ 
ed  on  average  relative  to  a  best-practice  firm." 


In  addition,  the  OCC  has  significant  concerns  with  the 
limitations  that  H.R.  10  would  impose  on  national 
banks’  insurance  activities.  In  effect,  H.R.  10  would 
roll  back  preemption  standards  that  have  been  clear¬ 
ly  established  by  the  courts.  By  limiting  the  test 
applied  to  State  regulation  of  a  national  bank’s  insur¬ 
ance  agency  activities  to  whether  State  regulation 
“prevents  or  significantly  interferes”  with  the  national 
bank’s  exercise  of  its  powers,  H.R.  10  would  super¬ 
sede  the  traditional  preemption  test  reaffirmed  by  the 
Supreme  Court  in  Barnett  Bank  v  Nelson.  The  Court  in 
the  Barnett  decision  recognized  that  there  may  be 
other  bases  on  which  to  determine  that  state  law  is 
preempted  by  federal  law  and  that  the  test  is  not  lim¬ 
ited  to  prevention  or  significant  interference.  H.R.  10 
would  also  prohibit  national  banks  from  providing  any 
new  products  either  as  agent  or  principal  that  are  reg¬ 
ulated  as  “insurance”  by  State  authorities  after 
January  1,  1996.  If  Congress  wants  the  Barnett  stan¬ 
dard  to  apply  to  the  OCC,  no  legislation  on  this  issue 
is  necessary,  since  Barnett  is  currently  the  law  of  the 
land.  Any  attempt  to  codify  it  will,  by  necessity,  result 
in  changing  the  standard. 

I  will  now  turn  to  a  discussion  of  the  specific  issues, 
Mr.  Chairman,  that  you  requested  we  address  in  your 
letter  of  invitation. 

Firewalls  and  Safeguards 

Mr.  Chairman,  in  your  letter  of  invitation  you  asked 
that  I  comment  on  firewalls  and  safeguards,  and  par¬ 
ticularly  those  contained  in  H.R.  10.  The  firewalls  in 
H.R.  10  that  apply  to  banks  and  securities  affiliates 
generally  follow  the  firewalls  the  Federal  Reserve  now 
applies  to  Section  20  affiliates.  Under  H.R.  10,  the 
Federal  Reserve  would  have  broad  authority  to  modi¬ 
fy  the  firewalls  or  impose  additional  restrictions  on 
transactions  among  depository  institutions,  their  affili¬ 
ates  and  their  customers. 

H.R.  10  would  apply  the  firewalls,  together  with  the 
Federal  Reserve’s  regulatory  authority,  to  a  national 
bank  and  its  special  operating  subsidiary  if  the  sub¬ 
sidiary  is  engaged  in  the  securities  activities  permis¬ 
sible  for  a  securities  affiliate.  It  would  also  give  the 
Comptroller  the  authority  to  modify  or  impose  addi¬ 
tional  requirements  with  respect  to  certain  corporate 
separateness  requirements. 

While  I  believe  that  it  is  necessary  to  impose  ade¬ 
quate  safeguards  so  as  to  ensure  that  banks'  finan¬ 
cial  soundness  is  protected  and  special  operating 
subsidiaries  operate  as  independent  legal  and  cor¬ 
porate  entities,  I  do  not  support  creating  a  separate 
regulatory  scheme  for  special  operating  subsidiaries 
that  would  vest  another  federal  agency,  in  addition  to 
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the  OCC,  with  overlapping  regulatory  authority  to  set 
and  modify  firewalls.  This  would  be  confusing  and 
would  not  achieve  any  safety  and  soundness  pur¬ 
pose  For  national  banks  to  be  able  to  take  full  advan¬ 
tage  of  the  special  operating  subsidiary  option,  their 
operations  must  not  be  burdened  with  additional  reg¬ 
ulatory  requirements  that  serve  no  purpose  and  may 
artificially  limit  the  subsidiary's  activities  or  make  it 
unfeasible  for  the  subsidiary  to  conduct  the  activity. 

I  feel  strongly  that  it  is  the  responsibility  of  the  OCC, 
as  the  bank’s  primary  supervisor,  to  establish  the 
appropriate  safeguards  that  apply  to  transactions 
between  the  bank  and  its  subsidiary.  The  OCC  has 
the  regulatory  authority  to  approve  the  establishment 
of  the  special  operating  subsidiary,  the  responsibility 
to  examine  the  bank  and  the  subsidiary,  and  enforce¬ 
ment  authority. 

The  OCC  has  established  a  set  of  minimum  firewalls 
that  apply  under  Part  5  to  special  operating  sub¬ 
sidiaries  that  are  engaging  in  activities  that  are  differ¬ 
ent  from  those  in  which  the  bank  may  engage  direct¬ 
ly.  These  firewalls  are  illustrative  of  the  strong,  hard¬ 
wired  firewalls  that  must  be  applied  to  ensure  that 
these  activities  are  conducted  in  the  subsidiary  in  a 
safe  and  sound  manner.  Under  Part  5,  the  firewalls 
apply  if  a  national  bank  subsidiary  is  engaged  in  any 
activities  that  are  different  from  those  permitted  for  the 
parent  bank,  not  just  if  it  is  engaged  in  securities 
activities  that  are  not  permissible  for  the  bank. 

If  the  subsidiary  engages  in  activities  as  principal  that 
are  different  from  the  permissible  activities  for  the 
bank,  additional  firewalls  apply.  The  bank  must 
reduce  capital  and  total  assets  by  an  amount  equal  to 
the  bank’s  equity  investment  in  the  subsidiary,  and 
may  not  consolidate  the  subsidiary’s  assets  and  lia¬ 
bilities  with  its  own  in  determining  its  capital  ratio.  The 
bank  must  be  well  capitalized  before  and  after  com¬ 
mencing  the  activity.  Also,  the  bank  must  have  a 
CAMEL  rating  of  1  or  2.  In  addition,  the  bank  cannot 
be  subject  to  an  administrative  enforcement  action 
unless  the  OCC  grants  an  exception.  In  addition,  the 
OCC  will  apply  the  standards  of  sections  23A  and 
23B  of  the  Federal  Reserve  Act  to  the  transactions 
between  the  bank  and  the  subsidiary.  The  OCC  will 
impose  those  basic  firewalls  if  a  national  bank  sub¬ 
sidiary  engages  in  activities  that  are  different  from 
those  that  are  permissible  for  the  parent  bank.  The 
OCC  also  has  the  authority  to  condition  its  approval 
on  compliance  with  further  safeguards  that  may  be 
appropriate  for  a  particular  activity  and  a  particular 
bank  engaging  in  that  activity  to  ensure  that  the  bank 
and  subsidiary  operate  in  a  safe  and  sound  manner, 
and  risks  are  adequately  identified,  managed,  and 
controlled 


Commerce  and  Banking 

In  your  letter  of  invitation,  you  also  asked  for  my  views 
on  affiliations  between  banks  and  nonfinancial  enti¬ 
ties.  This  is  a  complex  issue  on  which  many  people 
have  strongly  held  views.  My  view  is  that  the  health  of 
the  financial  system  is  much  less  dependent  upon 
wide-ranging  combinations  between  banks  and  com¬ 
mercial  firms  than  on  eliminating  harmful  and  unnec¬ 
essary  impediments  to  affiliations  among  providers  of 
financial  services.  Indeed,  I  do  not  favor  the  unfet¬ 
tered  mixing  of  banking  and  commerce  at  this  time. 
Interestingly,  there  does  not  seem  to  be  a  particularly 
strong  market  interest  in  affiliation  between  insured 
depositories  and  commercial  firms.  In  fact,  the  unitary 
thrift  holding  company,  which  provides  a  means  for 
mixing  banking  and  commerce,  has  not  been  widely 
used  by  commercial  firms  to  affiliate  with  insured 
depositories. 

Having  said  that,  I  am  concerned  that  we  do  not 
approach  this  issue  in  such  a  rigid  manner  that  we 
prevent  the  natural  evolution  of  the  banking  industry. 
We  must  recognize  that  the  line  separating  banking 
from  commerce  has  shifted  over  the  past  two  cen¬ 
turies,  and  our  views  of  what  is  a  banking  activity  and 
what  is  a  commercial  activity  will  continue  to  change 
over  time.  The  evolving  nature  of  the  business  of 
banking  is  most  evident  in  the  technology  area.  In 
recent  years,  we  have  come  to  recognize  that  com¬ 
puter  technology  and  information  management  are 
integral  to  the  provision  of  financial  services,  even 
though  at  one  time  many  felt  they  were  clearly  com¬ 
mercial  activities. 

Holding  Company  Regulation 

Mr.  Chairman,  you  also  asked  for  my  comments  on 
another  critical  issue  addressed  in  many  moderniza¬ 
tion  proposals,  and  one  on  which  there  is  no  emerg¬ 
ing  consensus — the  mechanism  for  the  supervision  of 
banking  companies  with  affiliates  that  engage  in  a 
wide  range  of  activities.  The  bills  the  committee  is  con¬ 
sidering  would  increase  the  ability  of  banking  compa¬ 
nies  to  affiliate  with  other  providers  of  financial  ser¬ 
vices.  This  could  have  important  practical  implications 
for  the  regulation  of  financial  products  and  services. 

The  prospect  of  wider  affiliations  among  banks  and 
other  providers  of  financial  services  has  generated 
much  debate  over  the  concepts  of  umbrella  regula¬ 
tion  versus  functional  regulation.  In  addressing  this 
issue,  it  is  important  that  we  clarify  the  type  of  regula¬ 
tion  that  is  appropriate  for  a  modernized  financial  sys¬ 
tem.  We  need  to  define  clearly  what  we  mean  by 
umbrella  regulation. 
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One  view  of  umbrella  regulation  envisions  the  role  of 
an  umbrella  regulator  primarily  as  ensuring  adequate 
information  exchange  and  coordination  to  enable  reg¬ 
ulators  to  assess  the  consolidated  operations  of  a 
financial  institution.  This  could  be  accomplished  most 
efficiently  by  allowing  regulators  with  the  necessary 
experience  and  expertise  to  have  the  responsibility 
for  supervising  particular  activities. 

A  different  approach  to  the  umbrella  regulator  con¬ 
cept  would  involve  centralized  risk  oversight. 
Supporters  of  this  approach  believe  that  it  will  render 
an  important  public  policy  benefit  of  improving  safety 
and  soundness  supervision.  I  am  concerned,  howev¬ 
er,  that  such  an  approach  could  lead  to  a  substantial 
concentration  of  regulatory  power  over  all  financial 
activities  or  lead  to  an  increasingly  redundant  regula¬ 
tory  system — particularly  with  respect  to  the  regula¬ 
tion  of  the  insurance  and  securities  activities  of  diver¬ 
sified  financial  services  firms — without  producing  any 
additional  safety  and  soundness  benefits. 

While  I  am  keeping  an  open  mind  and  plan  to  evalu¬ 
ate  carefully  any  concrete  proposal,  my  view  at  pres¬ 
ent  is  that  our  regulatory  goals  can  best  be  accom¬ 
plished  through  a  system  that  ensures  the  proper 
exchange  of  information  among  regulatory  agencies 
responsible  for  particular  activities.  I  believe  that  we 
should  be  very  cautious  before  moving  toward  a 
model  of  a  single  umbrella  regulator  with  substantial¬ 
ly  expanded  powers  to  supervise  all  large  financial 
institutions. 

One  of  the  arguments  frequently  advanced  for  a  pow¬ 
erful  umbrella  regulator  is  that  this  kind  of  entity  is 
necessary  to  respond  to  a  systemic  financial  crisis.  I 
agree  that  our  regulatory  structure  must  effectively 
protect  against  and  respond  to  systemic  problems.  I 
am  not  certain,  however,  that  an  additional  overarch¬ 
ing  layer  of  regulation  will  help  achieve  this  goal.  The 
four  bank  and  thrift  regulatory  agencies,  the  SEC,  and 
the  Treasury  Department,  all  have  played  important 
roles  in  dealing  with  systemic  issues  in  the  past  and 
all  are  keenly  aware  of  their  responsibilities  to  protect 
against  systemic  problems  in  the  future.  I  believe  our 
system  of  multiple  financial  regulators  provides 
checks  and  balances  necessary  to  have  the  broad 
perspective  that  responses  to  systemic  threats 
require.  We  should  be  careful  that,  in  any  regulatory 
restructuring,  we  do  not  lose  the  important  contribu¬ 
tion  that  the  current  system  provides. 

In  sum,  I  recognize  that  supervisors  must  remain  vig¬ 
ilant  in  preserving  safety  and  soundness,  and  that  will 
be  even  more  important  as  the  range  of  activities 
banking  companies  conduct  expands.  As  the  finan¬ 
cial  services  industry  continues  to  change,  we  must 


have  an  approach  that  allows  appropriate  regulatory 
oversight  of  the  consolidated  operations  of  complex 
financial  institutions.  At  the  same  time,  we  need  to 
guard  against  unproductive  overlaps  in  regulatory 
authority  and/or  excessive  concentrations  of  regulato¬ 
ry  authority  over  the  entire  financial  industry.  Before 
adopting  any  approach,  we  must  ascertain  whether 
the  costs  and  burdens  it  would  add  would  be  offset 
by  clear  benefits. 

Thrift  Charter  Conversion 

The  final  issue  you  raised  in  your  letter  of  invitation — 
merging  the  bank  and  thrift  charters — also  raises  pol¬ 
icy  issues  that  require  thorough  consideration. 
Reconciling  the  differences  between  bank  and  thrift 
powers  is  one  important  issue.  For  example,  thrifts 
have  broader  powers  than  banks  in  areas  such  as 
insurance  and  real  estate  development.  Unitary  thrift 
holding  companies  are  subject  to  different  standards 
than  bank  holding  companies.  And  national  banks 
are  not  currently  authorized  to  be  organized  in  mutu¬ 
al  form.  In  addressing  these  differences,  both  H.R.  10 
and  H.R.  268  contain  similar  thrift  charter  conversion 
provisions. 

I  have  several  general  observations  that  I  would  ask 
Congress  to  consider  before  it  moves  to  combine  the 
bank  and  thrift  charters.  As  I  have  emphasized 
repeatedly  in  my  testimony,  safety  and  soundness 
must  be  a  primary  consideration  in  fashioning  finan¬ 
cial  services  modernization  legislation.  This  principle 
equally  applies  to  thrift  charter  conversions. 

Forcing  thrifts  that  convert  to  national  banks  to  cease 
activities  that  they  have  conducted  in  a  safe  and 
sound  manner  would  undercut  the  viability  of  the  con¬ 
verting  institutions  and  is  not  necessary  for  safety  and 
soundness.  Moreover,  permanent  grandfathering  of 
these  nonconforming  thrift  powers  would  institutional¬ 
ize  different  classes  of  national  banks,  which  would 
be  anticompetitive. 

To  maintain  a  level  playing  field,  I  urge  that  national 
banks  be  permitted  to  engage  in  whatever  activities 
that  are  permissible  for  federal  thrifts  at  the  time  of 
enactment.  Meaningful  financial  services  moderniza¬ 
tion  must  give  banks  the  ability  to  offer  a  broad  range 
of  financial  services,  making  them  competitive  with 
other  providers. 

Conclusions 

While  all  three  bills  advance  the  debate  on  financial 
services  modernization,  I  have  concerns  about  the 
particular  provisions  of  the  bills  that  would  unneces¬ 
sarily  restrict  banks’  ability  to  choose  the  corporate 
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structure  that  best  suits  their  individual  needs  and 
force  them  to  move  outside  the  bank  activities  that 
they  already  conduct  safely  within  the  bank.  There  is 
no  safety  and  soundness  reason  for  such  provisions, 
and,  if  enacted,  they  would  lead  to  a  banking  system 
that  is  made  up  of  destabilized  hollow  banks  that  are 
less  safe  and  sound  and  less  efficient.  Banks'  ability 
to  provide  services  to  consumers,  including  those 
segments  of  the  population  that  are  generally  under¬ 
served  by  nonbanking  providers,  would  be  dimin¬ 
ished.  In  addition,  the  bills  would  create  a  structural 
framework  that  would  reverse  the  gains  attributable  to 
reform  of  the  CRA  regulation. 

I  am  also  concerned  about  applying  the  firewalls  and 
safeguards  contained  in  H  R.  10  to  special  operating 
subsidiaries.  While  I  support  the  imposition  of  ade¬ 
quate  safeguards  to  protect  banks’  financial  sound¬ 
ness  and  to  ensure  that  special  operating  sub¬ 
sidiaries  operate  as  separate  legal  and  corporate 
entities,  I  cannot  support  creating  a  different  regula¬ 


tory  scheme  for  special  operating  subsidiaries  that 
would  vest  another  federal  agency,  in  addition  to  the 
OCC,  with  overlapping  regulatory  authority  to  set  and 
modify  firewalls.  If  enacted,  such  a  scheme  would  be 
inefficient  and  confusing,  and  it  would  not  convey  any 
safety  and  soundness  benefit.  It  should  be  the 
purview  of  the  OCC,  as  the  bank’s  primary  supervisor 
and  the  one  that  is  closest  to  the  bank,  to  establish 
the  appropriate  safeguards  that  apply  to  transactions 
between  the  bank  and  its  subsidiary. 

I  look  forward  to  working  with  you,  Mr.  Chairman,  and 
other  members  of  the  committee  as  we  continue  the 
debate  on  these  critical  issues. 

[Note:  For  a  copy  of  the  attachment,  “Analysis  of  the  Safety  Net 
Subsidy  Issue,"  prepared  by  OCC  staff,  April  1997,  see  OCC  News 
Release  97-48  at  http://www.occ.treas.gov  on  the  World  Wide  Web 
or  send  written  request  for  attachment  to  News  Release  97-48  to 
the  Public  Information  Room,  Communications  Division, 
Washington,  DC  20219  or  by  fax  at  (202)  874-4448  or  e-mail  to 
Kevin.Satterfield@occ.treas.gov.] 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
California  Bankers  Association,  on  increasing  access  to  credit,  La  Quinta, 
California,  May  23,  1997 


On  a  clear,  crisp  evening  in  March  1891,  94  bankers 
gathered  in  Los  Angeles  to  pursue  a  common  vision. 
California  had  just  settled  into  a  period  of  sustained 
growth  after  successive  cycles  of  boom  and  bust,  and 
the  financial  leaders  who  met  that  evening  were  deter¬ 
mined  to  have  a  banking  system  worthy  of  the  state’s 
current  prosperity — and  future  promise.  Their  meeting 
concluded  with  the  formation  of  the  California  Bankers 
Association  (CBA).  Since  then,  for  more  than  a  centu¬ 
ry  now,  the  CBA  has  been  a  leader  in  promoting 
responsible,  creative,  and  innovative  banking.  I  am 
proud  to  be  with  you  this  afternoon,  as  you  meet  to 
discuss  how  to  continue  to  advance  this  role. 

It’s  been  said  that  the  vastness  of  California  merely 
brings  into  public  view  what  other  Americans  have 
started  elsewhere  on  a  smaller  scale.  Still,  this  is  the 
place  to  which  the  world  has  long  looked  for  the 
trends  that  define  the  times.  California  and  cutting 
edge  are  synonyms  in  almost  all  areas  of  human 
enterprise.  It  has  often  been  so  in  the  world  of  bank¬ 
ing.  California  was  where  branch  banking  took  root 
and  flourished.  California  bankers— through  the  CBA 
and  the  Los  Angeles  and  San  Francisco 
Clearinghouse  Associations — demonstrated  the 
power  of  cooperation  in  building  public  confidence. 
California  bankers,  like  California  itself,  led  the  way  in 
bringing  technology  to  the  marketplace.  It  is  no  acci¬ 
dent  that  both  major  credit  cards  in  use  today — Visa 
and  MasterCard — originated  in  California. 

For  Californians,  innovation  was  the  product  of 
necessity.  In  the  early  years,  their  isolation  from  the 
conventions  of  the  Atlantic  seaboard  placed  a  premi¬ 
um  on  creativity.  Californians  had  to  blaze  their  own 
trails,  and  they  did. 

In  building  their  state,  they  faced  a  demographic 
challenge  that  surpassed  anything  confronting  their 
counterparts  back  east.  When  American  citizens 
started  moving  into  California,  they  found  not  only  a 
Spanish-speaking  majority.  They  also  found  dozens 
of  native  American  tribes  speaking  135  different  lan¬ 
guages,  along  with  Russians,  Britishers,  and 
Frenchmen — all  claimants  to  the  riches  that  were 
already  California.  Since  then,  succeeding  waves  of 
immigrants  have  washed  over  your  shores  and  bor¬ 
ders.  From  this  medley  of  languages  and  cultures 
came  the  Californian,  sui  generis:  “a  race  of  people,” 


as  O.  Henry  put  it,  "not  merely  inhabitants  of  a  state.” 
Together  this  unique  population  built  an  economy  big¬ 
ger  by  itself  than  all  but  six  industrial  nations.  Today’s 
Golden  State  is  a  polyglot  place,  an  international  hub 
of  people,  trade,  and  ideas,  where  ethnic  diversity  is 
a  way  of  life. 

California’s  diversity  is  increasingly  evident  all  across 
our  country.  As  a  people,  we  are  becoming  older  and 
darker-skinned.  The  twentieth  century  has  seen  the 
ranks  of  older  Americans — those  aged  65  or  over¬ 
increase  five  times  faster  than  their  younger  counter¬ 
parts.  By  the  middle  of  the  next  century,  one  out  of 
every  five  Americans  will  be  a  senior  citizen — 80  mil¬ 
lion  strong.  With  more  of  just  about  everything  than 
anywhere  else,  California  today  is  also  home  to  the 
largest  population  of  seniors  in  America,  some  3.3 
million.  At  the  same  time,  a  dramatic  change  in  the 
racial  composition  of  our  country  is  taking  place,  and 
taking  place  most  prominently  in  your  midst.  By  the 
year  2010,  nonwhites  will  represent  half  of  the  popu¬ 
lation  of  California. 

These  demographics  pose  challenges  and  opportu¬ 
nities  with  which  California  bankers  are  more  familiar 
than  most.  With  rising  life  expectancies,  not  only  will 
the  elderly  become  more  numerous,  on  average  they 
will  be  older.  As  the  population  ages,  it  will  become 
less  mobile.  More  of  life’s  activities  will  center  around 
the  home  or  local  community  center.  Those  prepared 
to  deliver  services  to  seniors  and  spare  them  the 
necessity  of  a  trip  downtown  will  be  among  the  win¬ 
ners  in  the  new,  grayer  America.  Bankers  who  start 
now  to  build  personal  relationships  with  the  seniors  of 
tomorrow,  bankers  who  make  a  genuine  commitment 
to  technology  and  allaying  their  customers’  concerns 
about  nontraditional  delivery  systems  for  financial 
services  will  be  well  positioned  to  thrive  in  tomorrow’s 
marketplace. 

The  stakes  in  this  race  for  older  Americans’  business 
are  enormous.  The  baby  boomers  who  start  turning 
65  in  the  year  201 1  will  be  the  most  affluent  seniors  in 
history.  Assets  from  their  inheritances  alone  are 
expected  to  top  $10  trillion.  How  they  spend  and 
invest  this  huge  sum  will  have  a  profound  effect  on 
the  economy  and  on  the  banking  business.  The  afflu¬ 
ent  senior  of  the  twenty-first  century  is  likely  to  be  a 
convenience  user  of  credit  cards  and  less  likely  to 
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revolve  balances.  He  or  she  is  almost  certain  to  need 
financial  advice  about  asset  management  and  trust 
services  Safety-minded  seniors  may  well  become 
the  source  of  rising  balances  in  FDIC-insured 
accounts.  In  addition,  this  group  will  almost  certainly 
be  in  the  market  for  new  products  tailored  especially 
to  them  in  the  mutual  fund  and  insurance  areas. 

Banking's  possibilities  are  equally  rich  in  our  country's 
burgeoning  immigrant  and  minority  communities. 
Conventional  wisdom  about  the  residential  real  estate 
markets  of  the  future  has  painted  a  bleak  picture  of 
declining  household  formation  and  falling  demand. 
But  these  assumptions  may  have  understated  the 
importance  of  the  minority  and  immigrant  popula¬ 
tions.  In  a  1993  survey  conducted  for  Fannie  Mae, 
more  African  Americans  and  Hispanics  said  that 
home  ownership  is  a  primary  goal  in  life  than  did 
whites  and  they  were  also  more  willing  to  make  major 
concessions — taking  on  a  second  job  or  deferring 
current  consumption — to  obtain  that  goal.  A  1995 
study  by  the  Federal  Reserve  Bank  of  Dallas  sug¬ 
gests  that  real  estate  is  one  area  in  which  the  inter¬ 
play  of  demographic  trends  could  produce  some 
important  synergies:  just  as  older  Americans  prepare 
to  give  up  their  family  homes  in  the  suburbs  and  enter 
into  retirement,  a  pool  of  potential  buyers  from  the 
immigrant  and  minority  communities  should  be 
poised  to  take  their  place. 

Banks  can  and  should  play  a  role  in  helping  members 
of  today's  minority  population  achieve  their  financial 
dreams.  Unfortunately,  many  go  outside  the  banking 
system  for  the  help  they  need.  Today  more  than  1 2  mil¬ 
lion  American  households  do  not  have  deposit 
accounts  with  a  financial  institution.  The  OCC  is  work¬ 
ing  hard  to  find  out  who  these  people  are,  why  they 
are  not  participating  in  the  banking  economy,  and 
what  some  of  our  most  creative  financial  institutions 
are  doing  to  reach  out  to  them.  Late  last  year,  we 
launched  a  project  called  Expanding  the  Financial 
Frontier,  one  part  of  which  seeks  to  collect  information 
about  the  behavior  and  needs  of  the  nonbanked.  What 
we  have  already  discovered  suggests  a  multiplicity  of 
reasons  why  banks  are  not  part  of  their  lives.  Some 
people  arrive  in  this  country  with  a  deep-rooted  susoi- 
cion  of  banks,  born  perhaps  of  a  less  stable  banking 
environment  in  their  native  lands.  Once  they  are  here, 
language  or  other  cultural  barriers  can  reinforce  their 
aversion  In  many  cases,  moreover,  banking  relation¬ 
ships  may  simply  seem  not  to  make  economic  sense. 
Although  some  people  without  deposit  accounts  wind 
up  patronizing  high-priced  check-cashing  services, 
others  find  it  easy  and  economical  to  cash  checks  at 
local  businesses  where  they  regularly  shop  or  to  rely 
on  famil/  members  who  do  have  accounts.  Similarly, 


people  without  checking  accounts  can  use  credit 
cards,  money  orders,  or  cash  to  pay  their  bills. 

While  there  is  much  we  do  not  yet  know  about  the 
needs  of  the  nonbanked,  it  is  clear  is  that  the  decision 
not  to  use  banks  often  comes  at  a  price.  The  non¬ 
banked  expose  themselves  to  risk  in  the  handling  and 
transfer  of  funds — risks  which  the  owners  of  bank 
deposit  and  checking  accounts  can  disregard.  Many 
of  them  absorb  transaction  costs  to  cash  checks  and 
pay  bills,  and  opportunity  costs  in  the  form  of  financial 
advice — and  returns — foregone  for  lack  of  a  banking 
relationship.  Without  secure  rainy-day  resources,  they 
are  more  vulnerable  to  the  vicissitudes  of  the  eco¬ 
nomic  cycle.  Without  a  bank  relationship,  affordable 
bank  credit  is  likely  to  remain  out  of  reach. 

Since  becoming  Comptroller  in  1993,  I  have  made 
this  commitment:  that  no  regulatory  stone  will  go 
unturned  in  our  quest  to  provide  all  Americans  with 
fair  and  equal  access  to  financial  services.  We  have 
achieved  some  conspicuous  successes  in  that  arena: 

•  Our  revision  of  Community  Reinvestment  Act 
regulations  has  contributed  to  an  increase  in  the 
rate  of  home  mortgage  lending  in  low-to-moder- 
ate  income  census  tracts  more  than  twice  as 
large  as  the  increase  in  the  rate  of  home  mort¬ 
gage  lending  overall. 

•  Thanks  in  part  to  the  OCC’s  efforts  to  promote 
community  development  financing,  national 
banks  have  made  targeted  “public  welfare” 
investments  totaling  more  than  $4  billion. 

•  In  the  field  of  fair  lending,  we,  along  with  the 
Departments  of  Justice  and  Housing  and  Urban 
Development,  initiated  the  formation  of  an  inter¬ 
agency  task  force  on  fair  lending  that  agreed  on 
a  common  set  of  principles  to  guide  interagency 
efforts.  In  part  as  the  result  of  this  renewed  focus 
on  fair  lending,  between  1993  and  1995,  mort¬ 
gage  loans  to  all  minorities  increased  by  a  rate 
three  times  that  of  the  overall  increase  in  mort¬ 
gage  lending. 

The  progress  we  have  achieved  to  date— and  look  for¬ 
ward  to  achieving  in  the  months  to  come — would  not 
have  been  possible  had  bankers  and  regulators  not 
been  prepared  to  break  with  the  conventions  of  the 
past.  One  of  the  most  striking  developments  in  the 
whole  history  of  American  banking  is  the  change  in 
attitudes  about  what  constitutes  appropriate  bank 
products  and  markets.  In  1870,  for  example,  one 
national  bank  sued  another  to  stop  it  from  offering  cus¬ 
tomers  certified  checks!  And  it  was  scarcely  two  gen¬ 
erations  ago  that  bankers  and  regulators  alike  sub- 
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scribed  to  the  view  that  it  was  a  prime  responsibility  of 
the  banking  business  to  discourage  spending  and 
consumption.  Because  consumer  loans  were  thought 
to  undermine  the  values  of  thrift  and  self-reliance, 
most  commercial  bankers  would  not  touch  them.  The 
evidence  of  the  Great  Depression,  when  consumer 
loans  (issued  mainly  by  finance  companies  and  retail 
merchants)  outperformed  commercial  and  industrial 
loans,  convinced  bankers  and  regulators  that  they  had 
been  wrong — that  lending  to  consumers  not  only  was 
a  potentially  profitable  line  of  business  but  also  fueled 
consumption  that  was  essential  to  a  healthy,  growing 
economy.  Freed  from  their  own  biases  and  negative 
preconceptions,  bankers  were  in  a  position  to  start 
building  profitable  relationships  with  long  underserved 
segments  of  the  financial  services  market. 

Banking  has  never  been  pure  science.  It  never  will 
be.  Banking  is  a  career  you  were  probably  attracted 
to  for  just  that  reason.  Banking  is  a  “people  business” 
in  which  personal  service  and  individual  judgment 
loom  large.  At  the  same  time,  as  I  mentioned  earlier, 
banking  is  becoming,  and  must  become,  a  more 
technologically  sophisticated  business.  It  must  cou¬ 
ple  its  traditional  strength  in  personal  relationships 
with  the  advanced  tools  that  enable  bankers  to  serve 
their  customers  more  efficiently  and  equitably. 
Marrying  technology  to  a  traditional  people  business 
holds  tremendous  opportunity  for  growth.  It  also  pre¬ 
sents  challenges.  One  of  those  challenges  centers  on 
the  issue  of  credit  scoring. 

Credit  scoring  models  are  not  new.  First  introduced 
more  than  50  years  ago,  their  use  has  increased 
steadily  as  a  tool  for  underwriting  and  administering 
all  forms  of  retail  credit.  As  a  safety  and  soundness 
tool,  they  can  help  control  risk,  reduce  credit  losses, 
improve  profitability,  help  in  the  evaluation  of  new  loan 
programs,  and  improve  loan  approval  processing 
times.  As  a  fair  lending  tool,  credit  scoring  models 
can  ensure  that  existing  credit  criteria  are  sound  and 
consistently  applied,  and  can  improve  compliance 
with  the  Equal  Credit  Opportunity  Act. 

Like  all  tools,  credit  scoring  models  can  be  used  well 
or  badly;  and,  as  powerful  as  they  are,  their  potential 
for  good — or  ill — is  magnified.  So  they  must  be  devel¬ 
oped,  implemented,  tested,  and  maintained  with 
extreme  care.  Bankers  adopting  credit  models  must 
ask  hard  questions:  did  the  designers  draw  the  model 
from  a  statistically  valid  population  sample?  Is  the 
population  reflected  in  the  model  representative  of 
the  bank’s  current  population?  When  populations 
change,  scoring  models  must  change  with  them. 
Then  there  is  the  problem  of  overrides — of  bankers 
relying  on  their  intuition  or  on  information  not  available 


in  the  credit  scoring  model  to  arrive  at  a  loan  decision 
at  odds  with  the  model’s  evaluation.  While  a  certain 
level  of  overrides  is  inevitable,  too  many  overrides 
negate  the  scoring  models  and  make  it  impossible  to 
verify  their  accuracy  and  effectiveness. 

The  actual  impact  of  score  cards  on  credit  access  is 
a  hotly  debated  question  these  days.  Proponents 
point  out  that,  by  more  accurately  predicting  the  like¬ 
lihood  that  borrowers  will  perform  well,  scorecards 
enable  banks  to  approve  more  applications  and  still 
have  the  same  level  of  losses — enabling  bankers  to 
service  nontraditional  customers  who  might  otherwise 
get  lost  in  the  shuffle  or  fall  victim  to  unwarranted  pre¬ 
conceptions.  By  the  same  token,  the  concerns  of 
some  community  advocates  about  the  impact  of 
credit  scoring  on  potential  borrowers  without  estab¬ 
lished  credit  records  also  deserve  to  be  taken  seri¬ 
ously.  At  this  point,  however,  neither  side’s  case  can 
be  regarded  as  definitive.  At  the  OCC,  we  are  plan¬ 
ning  to  conduct  research  through  our  National 
Access  Committee  that  will  help  us  get  to  the  bottom 
of  this  important  question. 

There  is  no  question  credit  scoring  models  offer 
banks  and  their  customers  significant  potential  bene¬ 
fits.  Nevertheless,  the  time  has  come,  I  believe,  to  call 
attention  to  the  potential  that  also  exists  for  significant 
problems  from  improper  use  of  credit  scoring  models. 
This  week,  the  OCC  released  a  banking  bulletin  on 
that  subject.  The  recommendations  contained  in  that 
bulletin  are  based  on  the  experiences  of  OCC  exam¬ 
iners  in  dozens  of  banks  around  the  country  where 
scoring  models  are  in  operation. 

•  Whether  purchased  from  third-party  vendors  or 
developed  in-house,  credit  scoring  models  must 
be  carefully  monitored  for  accuracy  and  reliabil¬ 
ity  by  bank  management.  Banks  need  to  be 
aware  of  the  extent  to  which  the  predicted 
results  of  credit  scoring  correspond  to  the  actu¬ 
al  experience  of  real-life  borrowers,  and  make 
appropriate  modifications  in  their  policies  and 
systems  to  reflect  any  divergences.  Bank  staff 
trained  for  this  purpose  and  upgraded  manage¬ 
ment  systems  should  work  together  to  track  and 
validate  the  reliability  of  these  models. 

•  Bank  managements  needs  to  have  policies  in 
place  to  ensure  that  credit  scoring  models  devel¬ 
oped  for  a  particular  purpose  are  not  used  for 
other  products  or  in  other  geographical  areas 

•  Bankers  need  to  ensure  that  whatever  score 
cards  they  adopt  do  not  assign  ratings  points 
based  on  the  applicant's  race,  national  origin,  or 
any  other  factor  prohibited  by  fair  lending  laws 
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•  Once  scoring  models  have  been  implemented 
and  validated,  overrides  should  be  used  with 
considerable  caution. 

With  these  and  the  other  preventive  measures  out¬ 
lined  in  this  bulletin,  credit  scoring  should  become  an 
increasingly  valuable  tool  to  bankers  in  serving  their 
increasingly  diverse  market.  By  harnessing  innova¬ 


tion  to  a  vision,  the  founders  of  California  tamed  a 
frontier  and  created  a  miracle  which  the  world  today 
beholds  with  envy  and  admiration.  Tomorrow’s  fron¬ 
tiers  will  be  different,  though  no  less  daunting.  With 
the  same  application  of  creativity,  commitment,  and 
vision  we  will  conquer  those,  too,  and  achieve  great 
things  for  all  our  people.  I  look  forward  to  continuing 
to  work  with  you  to  that  end. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  Banking 
on  Minority  Business  Forum,  on  improving  access  to  credit  initiatives, 
Washington,  D.C.,  June  5,  1997 


It  is  a  great  pleasure  to  see  gathered  in  this  room  so 
many  distinguished  representatives  of  our  small  busi¬ 
ness,  financial,  and  voluntary  communities  to  take 
part  in  these  discussions.  I  hope  to  learn  much  from 
you  today. 

I  am  gratified  that  among  the  leaders  we  have  in  this 
endeavor,  and  who  will  be  speaking  today,  are  Hugh 
Price,  President  and  CEO  of  the  National  Urban 
League;  Margaret  Simms,  of  the  Joint  Center  for 
Political  and  Economic  Studies;  John  Oxendine, 
Chairman  and  CEO  of  Blackstar  Communications; 
Tom  Espinoza,  Vice  President  of  La  Raza;  the 
Reverend  Charles  Stith,  President  of  the  Organization 
for  a  New  Equality;  and  Robert  Pincus,  President  and 
CEO  of  Franklin  National  Bank. 

We  meet  at  a  favorable  time  in  our  nation’s  history. 
The  world  is  largely  at  peace.  The  expansion  of  our 
economy  is  now  in  its  seventh  year.  Inflation  is  low, 
and  employment  and  job  creation  are  at  record  highs. 

But  our  nation’s  prosperity  has  been  uneven.  Too 
many  Americans  have  been  unable  to  share  in  the 
general  increase  in  wealth  and  living  standards.  At 
last  count,  in  1994,  15  percent  of  our  people— and  30 
percent  of  the  African-American  and  Hispanic  popu¬ 
lations— subsisted  below  the  poverty  line.  The  burden 
of  poverty  is  borne  most  heavily  by  our  youngest  and 
most  vulnerable  citizens— the  children,  almost  15  mil¬ 
lion  of  them,  whose  futures  are  dimmed  by  the  harsh 
reality  of  their  lives. 

This  is  unacceptable.  We  cannot  boast  of  being  a 
healthy  nation  if  we  are  a  nation  of  haves  and  have- 
nots,  where  abject  deprivation  coexists  with  plenty. 
We  cannot  boast  of  being  a  just  society  when  children 
are  going  to  bed  hungry. 

The  persistence  of  poverty  is  perhaps  the  thorniest 
problem  we  have  ever  faced  as  a  nation.  And  there 
are  no  panaceas. 

Over  the  past  several  years,  however,  we,  in  the  finan¬ 
cial  services  area,  have  learned  some  approaches 
that  can  make  an  important  difference.  We  have 
learned  that  new  techniques  in  providing  credit,  even 
in  the  toughest  neighborhoods,  and  even  to  very  low- 
income  Americans,  when  combined  with  the  energy 


and  resourcefulness  of  the  people  living  and  working 
in  these  neighborhoods,  produce  safe  and  sound 
lending  relationships.  And  these  new  lending  rela¬ 
tionships  can  be  truly  life  transforming,  offering  lower- 
income  Americans  a  genuine  hand  up  into  the  main¬ 
stream  of  American  economic  life. 

One  of  the  things  I  am  most  proud  of  in  my  tenure  as 
Comptroller  is  how  community  leaders  and  bankers 
have  responded  to  our  challenge  to  improve  access 
to  credit  for  all  Americans.  The  first  component  of  our 
access  effort  was  Community  Reinvestment  Act 
(CRA)  reform,  which  is  at  the  heart  of  much  of  the 
increased  lending  to  low-  and  moderate-income  peo¬ 
ple  and  communities  over  the  past  three  years.  When 
I  became  Comptroller,  bankers  and  community 
groups  alike  complained  bitterly  about  the  CRA  regu¬ 
latory  regime.  That  regime  produced  too  much  paper¬ 
work  burden  and  too  little  performance.  So  we  set 
about  a  major  reform  effort.  We  received  thousands  of 
pages  of  comments,  held  major  public  hearings  all 
over  the  United  States  and  ultimately  crafted  a  com¬ 
pletely  new  regulatory  regime  that  has  produced  real 
tangible  results — a  reduction  in  regulatory  burden 
and  more  lending  and  investment  in  our  communities. 

The  CRA  reform  has  been  complemented  by  a  vigor¬ 
ous  reform  in  fair  lending  enforcement.  Since  I 
became  Comptroller,  OCC  has  followed  a  policy  of 
zero  tolerance  for  lending  discrimination.  We  have 
revised  our  fair  lending  exam  procedures,  introduced 
mystery  shoppers,  conducted  over  3,000  examina¬ 
tions  of  national  banks,  and  have  referred  23  cases  to 
the  Departments  of  Justice  and  HUD  in  the  past  three 
years,  compared  with  only  one  in  the  whole  previous 
history  of  our  office. 

The  third  leg  of  our  access  to  credit  initiative  has  been 
active  outreach,  partnering,  and  study.  In  the  last  four 
years  we  have  held  dozens  of  meetings,  bus  tours, 
and  conferences  around  the  country  with  community 
leaders,  bankers,  and  local  officials  to  explore  togeth¬ 
er  ways  in  which  historic  barriers  to  credit  access  can 
be  broken.  We  have  hired  community  reinvestment 
specialists  in  each  of  our  six  districts  around  the 
country  to  work  on  a  daily  basis  with  community  lead¬ 
ers,  communities,  and  lenders  in  the  low-  and  moder¬ 
ate-income  credit  effort.  And  we  have  worked  with  our 
economists,  as  well  as  outside  scholars  and  pf act i- 
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tioners,  to  explore  new  techniques  to  providing  cred¬ 
it  and  service  in  distressed  communities. 

The  results  of  our  vigorous  campaign  to  promote  fair 
access  to  credit  have  been  truly  gratifying.  Let  me 
give  you  just  a  few  of  the  numbers.  In  the  whole  his¬ 
tory  of  the  CRA,  from  1977  to  the  end  of  1996,  there 
have  been  approximately  $140  billion  of  bank  com¬ 
mitments  to  make  low-  and  moderate-income  loans, 
but  over  $100  billion  of  that  has  been  in  the  past  three 
years.  Put  another  way,  more  than  70  percent  of  all 
bank  CRA  commitments  have  taken  place  in  the  last 
three  years. 

Similarly,  in  the  whole  history  of  national  bank  invest¬ 
ments  in  community  development  corporations,  a 
period  of  over  30  years,  total  investments  have  been 
about  $5  billion.  But  $4. 1  billion  of  that  $5  billion,  or  82 
percent,  has  taken  place  over  the  last  three  years. 
And  of  course  these  investments  leverage  tens  of  bil¬ 
lions  of  dollars  of  loans. 

The  lion’s  share  of  this  big  step  forward  in  low-  and 
moderate-income  investment  and  lending  activity  has 
so  far  been  in  the  housing  area.  Home  Mortgage 
Disclosure  Act  (HMDA)  figures  reflect  this  success. 
For  example,  between  1993  and  1995,  the  last  years 
for  which  we  have  HMDA  data,  increases  in  home 
mortgage  lending  to  minorities  across  the  nation  was 
about  33  percent — three  times  the  increase  in  home 
mortgage  lending  for  the  country  as  a  whole.  The 
increase  in  home  mortgage  lending  in  low-  and  mod¬ 
erate-income  census  tracts,  regardless  of  race,  was 
about  22  percent,  or  more  than  twice  the  increase  in 
home  mortgage  lending  to  Americans  as  a  whole. 
And,  because  minorities  generally  tend  to  live  in 
urban  areas,  increases  there  are  even  more  dramat¬ 
ic.  For  example,  home  mortgage  lending  to  minorities 
in  Houston  is  up  almost  61  percent;  in  Atlanta,  up  80 
percent;  and  in  Phoenix,  up  64  percent. 

Important  as  it  is,  home  ownership  is  not  enough.  If  we 
are  ever  to  solve  the  problem  of  income  inequality  that 
condemns  so  many  of  our  people  to  poverty,  we  need 
real  job  opportunities,  jobs  with  a  future.  Small  busi¬ 
ness,  which  generates  more  than  half  of  all  the  jobs  in 
our  economy,  must  play  a  critical  part  in  this  effort. 

It  concerns  me  that  lending  to  small  business  may  lag 
just  where  such  businesses  and  the  employment  they 
bring  are  most  needed.  For  years  we  have  heard 
anecdotes  about  the  special  obstacles  facing  minori¬ 
ty  small  businesspeople  in  obtaining  credit.  Last  year, 
a  controversial  study  on  small  business  lending  in 
Denver  turned  up  evidence  suggesting  that  the  prob¬ 
lem  cannot  be  discounted. 


We  now  have  an  important  opportunity  to  make 
strides  in  lending  to  small  business  comparable  to 
those  we  have  made  in  home  mortgage  lending.  For 
the  first  time  in  our  history,  as  a  result  of  the  CRA 
reform,  we  have  collected  information  on  small  busi¬ 
ness  loan  originations  on  a  national  basis  from  every 
large  bank  and  thrift.  This  small  business  data  will  be 
broken  down  by  geographic  location  for  the  first  time. 
Moreover,  and  most  importantly,  this  information  will 
be  made  public  later  this  year,  as  soon  as  the  finan¬ 
cial  supervisory  agencies  have  finished  checking  and 
collating  the  data. 

But  history  has  taught  us  in  the  home  mortgage  area 
that  real  progress  in  lending  takes  more  than  raw 
data.  It  takes  more  than  fair  lending  enforcement.  It 
takes  community  leaders,  borrowers,  banks,  and  gov¬ 
ernment  coming  together  to  focus  on  problems  and 
opportunities,  on  today’s  facts  and  tomorrow’s  inno¬ 
vations.  In  this  regard,  I  will  always  remember  my  visit 
to  the  Navajo  Indian  reservation  in  1994,  where  we 
held  the  first  face-to-face  meeting  among  leaders  of 
the  tribal  government,  local  area  bankers,  and  gov¬ 
ernment  officials,  and  the  significant  strides  forward 
in  access  to  credit  and  other  banking  services  that 
have  been  made  as  a  result  of  that  and  subsequent 
meetings. 

Accordingly,  today  I  am  announcing  a  new  initiative, 
which  we  call  Banking  on  Minority  Business.  This 
cross-country  dialogue  will  bring  together  communi¬ 
ty  leaders,  minority  small  business  entrepreneurs, 
and  bankers  to  discuss  how  to  break  down  barriers 
to  small  business  lending  and  build  mutually  prof¬ 
itable  relationships  that  will  bring  economic  opportu¬ 
nities  to  our  neglected  neighborhoods  and  ignored 
communities.  In  the  next  12  months,  we  will  be  hold¬ 
ing  meetings  like  the  one  in  Washington,  D.C.  today, 
in  Cleveland,  San  Francisco,  St.  Louis,  Boston,  New 
Orleans,  Houston,  and  Charlotte.  And,  we  intend  to 
follow  up  on  these  initial  meetings  with  subsequent 
events  to  bring  affected  parties  together  and  monitor 
results. 

We  are  launching  this  initiative  right  here  in 
Washington,  D.C.  Sadly,  like  the  rest  of  America, 
Washington  has  too  many  mean  streets  and  not 
enough  main  streets.  In  Washington  today  there  are 
neighborhoods  where  the  poverty  rate  is  around  60 
percent,  the  school  dropout  rate  approaches  40  per¬ 
cent,  and  despair  is  chronic. 

Yet  Washington  has  all  the  ingredients  necessary  to 
transform  itself  into  the  City  Upon  The  Hill,  envisioned 
by  our  founding  fathers  to  be  a  beacon  of  hope  to  the 
rest  of  urban  America.  Washington,  D  C.,  has  financial 
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institutions  with  the  people,  the  resources,  and  the 
commitment  we  need  to  turn  our  town  around.  It  has 
talented  and  aggressive  entrepreneurs  who  work 
every  day  to  make  our  community  a  better  place. 

In  Washington,  we  have  people  like  Deryl  McKissack, 
this  year’s  Small  Business  Administration’s 
Businesswoman  of  the  Year,  who  seven  years  ago 
opened  a  local  office  of  her  family’s  Nashville-based 
construction  company  and  for  months  served  as  its 
only  employee.  Today  she  supervises  massive  pro¬ 
jects  like  the  renovation  of  the  historic  Treasury 
Department  building. 

I  am  confident  Washington  will  turn  the  corner 
because  it  has  people  like  Linda  Lee,  a  local  restau¬ 
rateur  whose  veritable  one-woman  crusade  to  revital¬ 
ize  Washington’s  Chinatown  may  now  be  on  the  verge 
of  success. 

And  Washington  will  fulfill  its  potential  because  it  has 


people  like  Frances  Rollins,  who  cares  about  its  chil¬ 
dren  as  though  they  were  her  own.  In  1986,  Rollins’s 
Southeast  Child  Development  Center  enrolled  eight 
children.  Today  it  provides  high  quality  day  care  for 
200  kids  in  one  of  Washington’s  neediest  neighbor¬ 
hoods. 

While  there  are  no  quick  fixes,  we  have  the  people, 
we  have  the  skills,  and  we  have  the  commitment  to 
change  Washington  and  cities  like  it  across  the  coun¬ 
try,  to  turn  the  corner  towards  a  future  of  greater 
opportunity  for  all.  If  we  do  not,  not  just  our  cities,  but 
our  financial  institutions,  our  economy,  and  indeed  the 
fabric  of  our  very  democracy  will  reap  the  whirlwind. 

So  today  I  challenge  each  of  you  in  this  room  to  sit 
together  to  make  change,  innovation,  and  opportuni¬ 
ty  happen.  Let  us  begin  together  to  change  the  face 
of  this  city.  Let  us  begin  together  to  bridge  the  gap 
between  the  haves  and  have-nots  and  to  build  a  bet¬ 
ter  future  for  our  children  and  our  nation. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  at  a  Ribbon- 
Cutting  Ceremony,  on  community  development  lending  initiatives  at  Mill  Creek, 
Cleveland,  Ohio,  June  12,  1997 


Thank  you,  Mr.  Mayor.  This  is  a  great  day  for  the  city 
of  Cleveland,  and  I’m  delighted  to  be  a  part  of  it. 

Your  theme  today  reminds  us  that  America’s  fight  dur¬ 
ing  World  War  II  was  a  fight  for  human  dignity  on  the 
home  front  as  well  as  abroad.  The  struggle  to  liberate 
occupied  Europe  and  Asia  was  also  a  struggle  at 
home  against  the  scourge  of  poverty  and  hopeless¬ 
ness.  The  more  just,  more  prosperous  America  that 
emerged  after  1945  helped  to  justify  the  enormous 
sacrifices  of  our  people  during  the  war. 

The  triumphs  of  World  War  II  at  home  and  abroad 
were  the  product  of  innumerable  partnerships 
between  government  and  the  people.  Then  and 
since,  our  best  moments  as  a  nation  have  occurred 
when  we  succeeded  in  working  together,  channeling 
the  drive  and  ingenuity  of  the  private  sector  for  the 
betterment  of  all  our  people. 

It  is  just  such  a  partnership  that  we  are  celebrating 
here  today. 

Mill  Creek  symbolizes  what  America  can  become 
through  leadership  and  cooperation — a  bridge  unit¬ 
ing  the  communities  that  surround  it,  a  road  to  a  bet¬ 
ter  tomorrow  for  the  217  families  that  will  proudly 
make  this  their  home.  What  unites  us  here  would  not 
have  been  possible  without  Mayor  Michael  R.  White, 
a  true  Cleveland  champion  who  does  not  take  “no”  for 
an  answer  when  the  fate  of  his  city  is  at  stake. 
Perhaps  more  than  any  other  mayor,  Mayor  White  has 


focused  the  resources  and  ingenuity  of  the  banking 
industry  on  the  development  needs  of  his  city. 

And  Mill  Creek  would  not  have  been  possible  without 
the  Broadway  Area  Housing  Coalition,  one  of 
Cleveland’s  extraordinarily  vigorous  network  of  non¬ 
profit  organizations  and  Community  Development 
Corporations,  which  have  been  relentless  in  pursuing 
a  commitment  to  Cleveland’s  renaissance. 

As  the  administrator  of  our  national  banking  system,  I 
take  special  pride  in  noting  the  important  contribution 
of  commercial  banks,  which,  over  the  past  six  years, 
have  made  lending  commitments  in  Cleveland  total¬ 
ing  more  than  $1.3  billion — funds  earmarked  for 
home  improvement,  for  new  home  buyers,  for  small 
business  people,  and  for  neighborhood  development 
projects  that  will  keep  the  momentum  going  strong. 

Mill  Creek  would  not  have  happened  without  the  con¬ 
tributions  of  the  agencies  of  our  federal  government 
which  have  provided  financing  and  technical  assis¬ 
tance.  Mill  Creek  is  a  shining  example  of  economic 
development  that  champions  the  diversity  of  our 
nation,  our  urban  centers,  and  our  people.  It  is  exact¬ 
ly  the  kind  of  partnership  that  I  had  in  mind  when  we 
revised  and  reinvigorated  the  Community 
Reinvestment  Act  just  over  two  years  ago. 

To  all  those  who  have  played  a  part  in  making  this 
dream  a  reality,  my  heartiest  congratulations.  I  look 
forward  to  returning  to  celebrate  more  successes  in 
the  future. 
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Remarks  by  James  Kamihachi,  Senior  Deputy  Comptroller  for  Economics  and 
Policy  Analysis,  before  an  American  Banker  Conference  on  Future  Money,  on  the 
role  of  government  in  electronic  money  systems,  Atlanta,  Georgia,  June  11,  1997 


Good  morning,  and  thank  you  for  inviting  me  here 
today  to  talk  about  “future  money,”  and  the  role  gov¬ 
ernment  can  play.  I  want  to  start  off  by  saying  that  this 
is  not  as  simple  or  straightforward  a  topic  as  it  may 
sound.  We  at  the  OCC  have  spent  a  lot  of  time  look¬ 
ing  at  new  electronic  money  systems,  and  thinking 
about  how  they  interact  with  bank  supervisory  goals. 
We  can  speak  generally  about  these  supervisory 
goals  as  faliing  within  three  broad  categories — cate¬ 
gories  that  the  G-10  Working  Party  on  electronic 
money  agreed  should  be  the  focus  of  government 
policy.  These  are  consumer  protection,  financial  insti¬ 
tution  integrity,  and  financial  crimes. 

Let's  make  clear  that  we  really  are  talking  about  two 
distinct  business  activities  in  the  current  environ¬ 
ment — electronic  money,  such  as  stored-value  prod¬ 
ucts  and  Internet  digital  cash;  and  electronic  bank¬ 
ing,  which  is  essentially  a  new  delivery  system  for 
financial  services  customers.  These  are  the  two  major 
thrusts  in  the  new  retail  payments  arena  today. 
Someday  they  may  merge,  creating  new  forms  of 
electronic  payments.  But  today  the  are  separate. 

E-money  is  only  in  the  pilot  stages  in  this  country,  but 
there  is  reason  to  believe  that  it  may  grow  quickly. 
Use  of  debit  cards,  a  close  substitute,  is  increasing 
rapidly.  The  Bank  for  International  Settlements  recent¬ 
ly  reported  that  debit  cards  accounted  for  only  1  per¬ 
cent  of  U.S.  retail  payments  in  1995,  excluding  cash 
payments,  but  that  was  more  than  twice  the  1993 
amount. 

E-banking  services,  on  the  other  hand,  are  not  as 
novel  to  the  marketplace.  Financial  services  cus¬ 
tomers  have  been  dialing  up  their  banks  and  brokers 
over  phones  and  PCS  for  many  years.  In  1997  alone, 
about  one  million  new  U.S.  households  will  conduct 
routine  banking  operations  from  remote  computers, 
according  to  a  recent  study.  That  may  be  a  market 
share  of  1  percent,  but  this  study  and  others  project  a 
jump  to  more  than  15  percent  by  the  turn  of  the  cen¬ 
tury. 

So,  in  addition  to  asking  ourselves  //government  has 
a  job  to  do  in  these  new  markets  and  what  that  job  is, 
we  have  to  ask  how  we  do  it — How  do  you  protect 
consumers,  oversee  banks,  and  prevent  crime  for 
products  and  services  that  do  not  really  exist  yet  in 


consumers’  hands?  Worse  yet,  the  fledgling  e-money 
and  e-banking  that  we  see  today  is  changing  rapidly. 
How  do  you  regulate  a  moving  target? 

The  banking  agencies  are  acutely  aware  of  the 
effects  our  supervisory  actions — and  our  inaction- 
can  have  on  market  developments.  Rigid,  prescrip¬ 
tive  supervisory  guidance  or  regulation  can  choke  off 
innovation.  Poorly  timed  supervisory  actions  also  can 
slow  innovation,  just  as  uncertainty  over  government 
actions  can  inhibit  markets. 

At  the  same  time,  the  fast  pace  of  these  developing 
markets  means  that  risk  exposures  for  banks  and 
their  customers  could  grow  rapidly.  Even  in  the  early 
days  of  market  development,  therefore,  supervisors 
have  to  be  concerned  about  how  new  markets  take 
shape,  and  about  the  types  of  new  payment  struc¬ 
tures  and  new  banking  services  being  promoted. 

While  we  want  to  be  careful,  we  will  take  action  when 
we  think  it  is  warranted,  as  in  our  release  last  fall  of 
guidance  for  banks  and  examiners  on  stored-value 
cards,  and  in  our  planned  release  of  remote  banking 
guidance  later  this  year.  We  also  acted  as  a  member 
of  the  U.S.  delegation  to  the  G-10  group  that  pre¬ 
pared  the  recent  report  I  mentioned  on  e-money 
supervision.  Together  with  a  delegate  from  the 
Federal  Reserve,  we  were  successful  in  pressing  our 
view  that  new  markets  should  be  given  an  opportuni¬ 
ty  to  take  shape  before  governments  impose  signifi¬ 
cant  new  regulations  on  industry. 

While  our  thinking  continues  to  evolve,  we  can  talk 
about  a  few  ways  in  which  the  OCC  is  looking  at  e- 
money  and  e-banking  supervision  a  little  differently 
from  its  supervision  of  traditional  bank  activities, 
including  the  industry’s  more  traditional  use  of  tech¬ 
nology. 

First,  we  recognize  that  technology  is  no  longer  a 
back-office  operation.  It  is  now  an  integral  part  of 
most  banking  products  and  it  figures  importantly  in 
bank  strategic  planning.  As  such,  some  new  uses  of 
technology  expose  banks  to  a  host  of  financial  and 
other  new  risks.  Our  approach  to  the  supervision  of 
technology,  therefore,  has  to  become  risk-based.  This 
is  an  important  change. 
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Second,  prominent  risks  in  the  technology  area  are 
often  different  from  the  prominent  risks  in  more  tradi¬ 
tional  banking  activities.  Our  risk  management 
expectations  will  vary  accordingly.  For  example, 
operations  risk  and  liquidity  risk  for  e-money  is  rela¬ 
tively  high,  while  market  risk  is  probably  not. 

And,  third,  our  development  of  supervisory  policy  has 
to  be  faster  than  it  has  been  in  the  past,  because  the 
markets  are  changing  so  fast.  This  means  we  cannot 
write  ponderous  guidelines  that  take  years  to  com¬ 
plete.  We  also  must  avoid  “command  and  control” 
policies  that  prescribe  exactly  how  the  industry  must 
tackle  a  particular  risk. 

Rather,  we  must  produce  guidance  that  lays  out  goals 
and  objectives  and  communicates  information  to  help 
banks  identify  and  manage  risks.  We  want  to  give 
national  banks — and  their  vendors  and  affiliates — a 
clear  message  about  our  concerns,  without  tying  their 
hands  as  to  how  they  address  those  concerns.  Banks 
should  not  be  prevented  from  taking  advantage  of 
new  innovation  or  from  finding  the  best  solutions  for 
their  particular  circumstances. 

Our  stored-value  guidance  demonstrates  this 
approach.  It  emphasizes  that  transactions  must  be 
secure,  but  it  does  not  specify  particular  security 
measures  that  must  be  taken. 

Having  said  all  that,  let  me  add  that  we  also  will 
expect  banks  to  meet  some  fundamental  tenants  of 
risk-based  supervision,  such  as  senior  management 
involvement  in  decisions  regarding  new  products  and 
services;  control  systems  to  measure  and  monitor 
risk;  and  independent  risk  management  within  the 
bank  to  limit  risk-taking. 

This  general  supervisory  approach  will  be  apparent  in 
further  actions  we  take  at  the  OCC.  Before  the  end  of 
the  year,  the  OCC  will  issue  guidance  on  remote 
banking.  We  also  are  considering  whether  we  need  to 
update  the  stored-value  card  guidance. 


To  prepare  for  the  remote  banking  guidance,  we  have 
already  sent  out  10  field  examiners  in  five  teams  to 
learn  more  about  current  bank  practices.  We  are 
reviewing  about  20  multinational,  regional,  and  com¬ 
munity  banks,  and  service  providers,  that  are  using 
different  technologies.  Our  primary  focus  is  just  what 
you  might  expect  it  to  be:  We  want  to  see  what  secu¬ 
rity  precautions  are  used  to  protect  and  verify  cus¬ 
tomers’  identification  and  transaction  information,  as 
well  as  to  protect  system  architecture. 

We  want  to  find  out  how  banks  are  thinking  about 
end-to-end  security,  to  ensure  that  their  customers' 
financial  information  and  money  is  properly  protected 
from  the  time  it  is  authorized  for  release  until  it  reach¬ 
es  its  final  destination — whether  that  be  a  financial 
institution,  or  another  customer  or  merchant. 

Our  review  of  stored-value  cards  is  intended  to  iden¬ 
tify  any  new  issues  that  have  arisen  from  the  pilot  pro¬ 
jects  around  the  country.  We  are  looking  at  infrastruc¬ 
ture  and  encryption  security  here,  too. 

Overall,  we  hope  that  all  of  our  guidance  will  raise 
banks’  awareness  of  consumer  protection,  financial 
institution  integrity,  and  financial  crimes  issues  as 
applied  to  e-money  and  e-banking,  and  that  it 
encourages  the  establishment  of  sound  practices. 

As  a  final  point,  it  is  important  to  remember  that  e- 
money  and  e-banking  are  only  two  ways  in  which 
banks  are  employing  new  technologies  to  improve 
the  quality  of  banking  services.  Our  supervisory 
efforts  extend  further  also.  Our  advisory  letter  on  the 
Year  2000  problem  is  a  recent  example.  And  we  will 
take  a  closer  look  at  backup  systems  in  banks  to 
make  sure  that  they  are  tested  and  actually  work. 

By  doing  our  job  properly,  and  adapting  our  supervi¬ 
sion  to  reflect  market  realities,  we  believe  we  will  help 
to  ensure  that  these  new  activities  enhance  the  bank¬ 
ing  system  and  generate  real  gains  for  consumers 
and  the  economy. 
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Subjects  (continued) 


Using  interest  rates  permitted  by  the  state  where  an  interstate  bank  has 

branches,  for  credit  card  loans  .  782  93 

Consideration  under  Community  Reinvestment  Act  regulations  for  contributions 
to  a  program  that  provides  loans  to  small  businesses  and  the 

associated  operating  expenses .  783  96 

Clarification  of  equity-equivalent  investments  for  community  development  and 

community  reinvestment  purposes  under  the  Community  Reinvestment  Act  ....  784  98 

Whether  a  shared  appreciation  mortgage  (SAM)  loan  is  an  adjustable-rate 
mortgage  under  the  OCC  regulations  that  implement  the  Alternative 

Mortgage  Transaction  Parity  Act  of  1982  .  785  99 

Request  for  no  objection  to  proposed  remuneration  disclosures  on  customer 
confirmations  for  riskless  principal  transactions  in  tax-exempt 

municipal  revenue  bonds .  97-02  102 
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Interpretive  Letters 

774 — October  2,  1996 

12  USC  2901 

Dear  [  ]: 

This  letter  responds  to  your  correspondence  dated 
July  4,  1996,  to  Ms.  Julia  Brown  of  the  Comptroller  of 
the  Currency’s  (OCC’s)  Western  District  Office  con¬ 
cerning  how  participation  in  your  CASA  Home  Loan 
Program  (CASA  program)  will  be  considered  under 
the  revised  Community  Reinvestment  Act  (CRA)  reg¬ 
ulations.  As  you  know,  the  CRA  regulations  establish 
the  framework  and  criteria  by  which  the  regulatory 
agencies  assess  an  institution’s  record  of  helping  to 
meet  the  credit  needs  of  its  community. 

You  have  asked  whether  participation  in  the  CASA 
program  could  be  treated  as  either  a  loan  or  as  an 
investment  for  purposes  of  the  CRA  regulations  and 
whether  and  under  what  circumstances  participation 
in  CASA  program  would  receive  favorable  considera¬ 
tion  under  the  CRA  regulations. 

As  explained  in  your  initial  letter,  a  subsequent  letter 
sent  by  facsimile  transmission  on  September  26,  and 
several  telephone  conversations,  [  ]  has  estab¬ 

lished  the  CASA  program  to  provide  affordable  housing 
to  qualified  purchasers  in  the  City  of  [  ], 

[  ].  Under  the  CASA  Program  a  borrower 

makes  a  5  percent  down  payment  on  a  home  and 
obtains  a  conventional  mortgage  in  the  amount  an 
additional  75  percent  of  the  cost  of  the  home.  The 
remaining  cost  of  the  home  is  financed  through:  (1)  a 
second  mortgage  from  [  ];  and,  (2)  if  necessary, 

a  third  mortgage  from  the  [  ].  The  second  mort¬ 

gage  will  be  financed  through  a  funding  request  from 
[  ]  to  a  participating  institution  (either  the  insti¬ 

tution  that  extended  the  conventional  mortgage  or 
another  institution).  Upon  acceptance  of  the  funding 
request,  the  institution  makes  either  a  loan  to,  or  an 
investment  in,  [  ]  in  the  amount  of  the  second 

mortgage,  [  ]  then  will  use  the  proceeds  of  the 

loan  to  make  the  second  mortgage  to  the  borrower. 
The  borrower  does  not  make  payments  on  the  sec¬ 
ond  mortgage  nor  does  the  second  mortgage  have  a  * 
set  interest  rate.  The  principal  on  the  second  mort¬ 
gage  is  paid  only  if  and  when  the  home  is  sold,  and 
interest  is  contingent  upon  there  being  an  apprecia¬ 
tion  in  the  value  of  the  home.  If  the  value  of  the  home 
has  appreciated  when  it  is  sold,  the  amount  of  the 
appreciation,  the  contingent  interest,  is  distributed  as 
follows:  40  percent  to  the  borrower  and  60  percent  to 


be  split  between  [  ]  and  the  second  mortgage 

lender. 

You  state  in  your  letter  that  you  believe  a  CASA  pro¬ 
gram  second  mortgage  “has  characteristics  which 
should  allow  it  to  be  classified  as  either  an  investment 
or  a  loan.”  You  further  state  that  you  believe  a  policy 
allowing  institutions  to  categorize  CASA  program 
second  mortgages  “ based  upon  the  accounting 
method  selected[,]  or  other  internal  criteria[,]  is 
appropriate”  (emphasis  added).  We  agree  that  gen¬ 
erally  accepted  accounting  principles  will  control 
whether  a  financial  institution’s  participation  in  CASA 
program  second  mortgages  is  a  “loan”  or  an  “invest¬ 
ment.”  As  a  general  matter,  therefore,  the  CRA  treat¬ 
ment  of  the  participation  will  differ  depending  upon 
whether  the  participation  is  accounted  for  as  a  loan 
or  an  investment.1 

We  addressed  issues  similar  to  those  you  raised  in  an 
interagency  letter,  signed  by  Matthew  Roberts  and 
published  as  OCC  Interpretive  Letter  No.  708,  dated 
February  16,  19962  (enclosed)  [enclosure  omitted].  In 
that  letter  the  agencies  concluded  that  participation 
in  a  housing  fund  that  would  provide  funding  for 
affordable  housing  loans  for  low-  and  moderate- 
income  persons  would  be  considered  as  either  “qual¬ 
ified  investments”  or  “community  development  loans" 
under  the  CRA  regulations  depending  upon  how  the 
institutions  chose  to  structure  the  transaction.  The 
analysis  in  this  interpretive  letter  would  be  applicable 
to  the  activity  you  described  in  your  letters  and  tele¬ 
phone  correspondence. 

I  trust  this  letter  is  responsible  to  your  inquiry.  If  you 
have  any  further  questions,  feel  free  to  contact  me  or 
Yvonne  Mclntire,  an  attorney  on  my  staff,  at  (202) 
874-5750. 

Michael  Bylsma 
Acting  Director 

Community  and  Consumer  Law  Division 
Enclosure 

[Note:  The  enclosure,  OCC  Interpretive  Letter  No.  708,  may  be 
found  in  the  Quarterly  Journal,  Vol.  15,  No.  2.] 


Iwe  note  that  the  Federal  Reserve  Bank  of  San  Francisco  has 
opined  that  financial  institutions  should  account  for  participation  ir 
CASA  program  second  mortgages  as  “other  assets 

^The  four  bank  and  thrift  regulatory  agencies  have  promulgated 
substantively  identical  CRA  regulations  12  CFR  25.  2^8  345.  and 
563e  (1996). 
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775 — November  4,  1996 

12  USC  2901 

Dear  [  ]: 

This  letter  responds  to  your  inquiry  concerning  the 
application  of  Community  Reinvestment  Act  (CRA) 
regulations  to  three  programs  offered  by  your  compa¬ 
ny.  In  your  letter,  you  briefly  describe  three  programs 
offered  by  your  company  to  financial  institutions. 
Under  '‘Rebates  Plus,”  an  institution  may  designate  a 
charitable  organization  to  receive  a  dollar  amount 
equal  to  two  percent  of  its  gross  annual  purchases  of 
your  company’s  products.  Under  the  “Educational 
Thrift  Services”  program,  an  institution  provides  finan¬ 
cial  education  services  to  local  students.  Finally, 
under  the  “First  Step”  program,  an  institution  estab¬ 
lishes  savings  accounts  for  babies  born  in  a  local 
hospital. 

I  am  unable  to  determine  from  the  information  pro¬ 
vided  in  your  letters  whether  a  financial  institution 
would  receive  positive  CRA  consideration  for  its  par¬ 
ticipation  in  any  of  these  programs.  As  explained 
below,  however,  an  institution  may  receive  positive 
CRA  consideration  for  making  certain  “qualified 
investments"  or  providing  community  development 
services  in  its  community.  An  institution  considering 
participating  in  one  of  your  company’s  programs 
should  be  guided  by  the  following  discussion  in 
determining  whether  its  participation  would  consti¬ 
tute  a  qualified  investment  or  community  develop¬ 
ment  service  for  CRA  purposes.1 

The  CRA  regulations  establish  the  framework  and  cri¬ 
teria  by  which  the  federal  financial  regulatory  agen¬ 
cies  assess  an  institution’s  record  of  helping  to  meet 
the  credit  needs  of  its  community.  The  new  rules  set 
out  a  number  of  different  evaluation  methods  for 
examiners  to  use,  depending  on  the  business  strate¬ 
gy  and  size  of  the  institution  under  examination. 

Regardless  of  the  evaluation  methods  used  by  exam¬ 
iners,  however,  any  financial  institution  can  receive 
positive  consideration  for  making  a  “qualified  invest¬ 
ment"  or  providing  a  “community  development  ser¬ 
vice"  that  benefits  its  assessment  area  or  a  broader 
statewide  or  regional  area  that  includes  the  assess- 


For  your  convenience,  I  have  enclosed  the  section  of  the 
Federal  Register  fVol  60,  No  86.  pp  22156-22225]  in  which  the 
fir;n  CRA  regulations  were  published  [enclosure  omitted] 


ment  area.2  The  CRA  regulations  define  “qualified 
investment”  as  “a  lawful  investment,  deposit,  mem¬ 
bership  share  or  grant  that  has  as  its  primary  purpose 
community  development.”  See  12  CFR  25. 1 2(s), 
228.12(s),  345.12(s),  and  563e.12(r).  "Community 
development  service”  is  defined,  in  part,  as  a  service 
that  has  “as  its  primary  purpose  community  develop¬ 
ment”  and  which  is  “related  to  the  provision  of  finan¬ 
cial  services.”  See  12  CFR  25. 1 2(j),  228. 1 2(j), 
345. 1 2(j),  and  563e.  1 2(1).  “Community  development,” 
in  turn,  is  defined  to  include: 

(1)  Affordable  housing  for  low-  or  moderate-income 
individuals; 

(2)  Community  services  targeted  to  low-  or  moder¬ 
ate-income  individuals; 

(3)  Activities  that  promote  economic  development 
by  financing  small  businesses;  or 

(4)  Activities  that  revitalize  or  stabilize  low-  or  mod¬ 
erate-income  geographies. 

See  12  CFR  25.12(h),  228.12(h),  345.12(h),  and 
563e.  12(g). 

Thus,  an  institution  would  receive  favorable  CRA  con¬ 
sideration  for  making  a  qualified  investment  that  ben¬ 
efits  its  assessment  area(s),  or  a  broader  statewide  or 
regional  area  that  includes  its  assessment  area(s),  by 
providing  any  of  the  above  activities.  For  example,  an 
institution  might  receive  CRA  consideration  for  its  par¬ 
ticipation  in  a  program  in  which  the  financial  institution 
makes  an  investment  in  an  entity  that  provides  afford¬ 
able  housing  for  low-  or  moderate-income  individuals 
in  the  institution’s  assessment  area(s).  An  institution 


^Examiners  of  large  institutions,  which  are  evaluated  under  the 
lending,  investment  and  service  tests,  consider  qualified  invest¬ 
ments  under  the  investment  test  and  community  development  ser¬ 
vices  under  the  service  test.  See  12  CFR  25.23(a)  and  25.24, 
228.23(a)  and  228.24,  345.23(a)  and  345.24,  and  563e. 23(a)  and 
563e.24.  In  a  small  institution  examination,  examiners  may  consid¬ 
er  lending-related  qualified  investments  when  evaluating  the  first 
four  performance  criteria  of  the  small  institution  performance  test. 
See  12  CFR  25.26(a)(1),  228.26(a)(1),  345.26(a)(1),  and 
563e.26(a)(1).  Moreover,  qualified  investments  and  community 
development  services  may  also  be  considered  to  determine  if  a 
small  institution  merits  an  outstanding  CRA  rating.  See  12  CFR  25 
app.  A(d)(2),  228  app.  A(d)(2),  345  app.  A(d)(2),  and  563e  app 
A(d)(2).  The  community  development  test,  which  is  appropriate  for 
wholesale  and  limited  purpose  institutions,  evaluates,  inter  alia, 
qualified  investments  and  community  development  services.  See 
12  CFR  25.25(c)(1),  228.25(c)(1),  345.25(c)(1),  and  563e  25(c)(1) 
And,  finally,  institutions  evaluated  on  the  basis  of  a  strategic  plan 
must  describe  in  their  plan  how  they  intend  to  meet  the  credit 
needs  of  their  assessment  area(s)  They  may  meet  credit  needs 
through  lending,  investment,  and/or  services,  as  appropriate  See 
12  CFR  25.27(f)(1),  228.27(f)(1),  345.27(f)(1),  and  563e  27(f)(1) 
(emphasis  added) 
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would  also  receive  favorable  CRA  consideration  for 
providing  a  community  development  service  by  offer¬ 
ing  financial  education  services  that  are  targeted  to 
low-  or  moderate-income  individuals  in  the  institution’s 
assessment  area(s),  or  for  supporting  “activities 
essential  to  the  capacity  of  low-  and  moderate-income 
individuals  [in  the  institution’s  assessment  area(s)]  .  .  . 
to  utilize  credit  or  to  sustain  economic  development.” 
See  60  Fed.  Reg.  at  22162,  n.  3. 3 

I  trust  this  letter  provides  you  and  your  customers 
sufficient  information  to  determine  whether  your  com¬ 
pany’s  programs  offer  a  financial  institution  the 
opportunity  to  make  qualified  investments  or  provide 
community  development  services  under  the  CRA 
regulations.  If  you  require  further  information,  please 
do  not  hesitate  to  contact  me  or  Michele  Meyer,  an 
attorney  on  my  staff,  at  the  above  address  [OCC 
Washington  office]  or  at  (202)  874-5750. 

Michael  Bylsma 
Acting  Director 

Community  and  Consumer  Law  Division 
Enclosure 

[Enclosure  refers  to  Federal  Register,  Vol.  60,  No.  86  (May  4,  1995), 
pp.  22156-22225.] 


3|f  appears  from  your  letter  that  the  “Rebates  Plus  and  First 
Step”  programs  may  involve  the  provision  of  financial  grants  by  a 
financial  institution.  Under  the  CRA  regulations,  the  weight  accord¬ 
ed  a  grant  is  determined  under  the  performance  criteria  in  the  reg¬ 
ulations’  investment  test.  See  60  Fed.  Reg.  at  22161-22162.  Under 
the  investment  test,  the  OCC  will  evaluate  “the  investment  perfor¬ 
mance  of  a  bank  pursuant  to  the  following  criteria:  (1)  the  dollar 
amount  of  qualified  investments;  (2)  the  innovativeness  or  com¬ 
plexity  of  qualified  investment;  (3)  the  responsiveness  of  qualified 
investments  to  credit  and  community  development  needs;  and  (4) 
the  degree  to  which  the  qualified  investments  are  not  routinely  pro¬ 
vided  by  private  investors.”  12  CFR  25.23(e),  228.23(e),  345.23(e), 
and  563e. 23(e). 


776— March  18,  1997 

12  USC  85 

Dear  [  ]: 

This  is  in  response  to  your  inquiry  concerning  the  use 
of  interest  rates  permitted  by  the  state  of  a  bank’s 
main  office  in  connection  with  credit  card  loans  to  the 
bank’s  credit  cardholders  who  reside  in  other  states 
where  the  bank  has  branches.  We  note  that  the  bank 
currently  does  not  have  branches  in  more  than  one 
state  but  is  considering  acquiring  interstate  branches 
through  mergers  with  affiliated  banks  in  other  states. 
Your  question  concerns  the  impact  of  these  mergers 
on  the  bank’s  ability  to  use  interest  rates  permitted  by 
the  laws  of  its  main  office  state.  For  the  reasons  set 
forth  below,  we  find  that  the  bank  may  use  the  inter¬ 
est  rates  permitted  by  the  law  of  its  main  office  state 
with  respect  to  extensions  of  credit  made  to  holders 
of  credit  cards  issued  by  the  bank  regardless  of  the 
state  in  which  they  reside. 

I.  Background 

A.  Current  and  proposed  structure  of  the  bank’s 
credit  card  operations 

You  have  stated  that  the  bank  currently  provides  the 
vast  majority  of  the  credit  card  lending  undertaken  by 
the  corporate  family  from  its  main  office  state. 
Following  the  mergers,  you  represent  that  the  bank 
intends  to  conduct  its  credit  card  operations  as  it  cur¬ 
rently  conducts  them1  and  seeks  to  continue  to  use 
the  interest  rates,  as  that  term  is  used  within  the 
meaning  of  12  USC  85  and  OCC  regulations,2  per¬ 
mitted  by  the  main  office  state,  to  out-of-state  cus¬ 
tomers. 

You  have  represented  that  following  the  merger  of  the 
various  affiliated  banks,  to  avoid  customer  confusion 
regarding  what  usury  laws  govern  credit  card  agree¬ 
ments,  the  bank  will  make  it  clear  to  each  borrower 
that  the  interest  applicable  to  extensions  of  credit 
under  the  credit  card  is  governed  by  applicable  fed¬ 
eral  and  the  bank's  main  office  state  law. 


"'The  bank’s  credit  card  operations  are  conducted,  as  will  be 
described,  in  the  main  office  state  at  its  credit  card  center  located 
near  the  bank’s  main  office.  Because  the  credit  card  center  is  sim¬ 
ply  a  business  unit  within  the  bank,  for  purposes  of  clarity,  this  opin¬ 
ion  recognizes  that  its  activities,  operations  and  functions  are  those 
of  the  bank. 

2 See  61  Fed  Reg.  4849,  4869  (Feb  9,  1996)  (to  be  codified  at 

12  CFR  7.4001). 
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B.  Credit  card  lending  activities  undertaken  in  the 

main  office  state 

According  to  your  description,  the  bank  conducts 

virtually  all  of  its  credit  card  operations  in  and  from  its 

main  office  state.3  These  functions  include: 

•  The  setting  of  all  credit  and  other  policies  and 
the  making  of  all  decisions  regarding  product 
pricing  and  terms;4 

•  The  drafting,  approval,  design,  and  printing  of 
all  account  agreements,  billing  statements,  cus¬ 
tomer  communications,  and  other  forms; 

•  The  development  and  approval  of  all  marketing 
plans,  strategies,  and  programs  and  product 
plans  and  product  changes  and  related  materials, 
documentation,  and  customer  communications; 

•  The  design,  development,  printing,  and  mailing 
of  all  materials,  documentation,  and  customer 
communications  related  to  marketing  plans, 
strategies  and  programs,  and  product  plans 
and  product  changes;5 

•  The  receipt  and  processing  of  all  applications 
by  mail  and  telephone,  and  applications  that  are 
transmitted  electronically,  including  by  facsimi¬ 
le,  internal  computer  systems,  and  the  Internet; 

•  The  obtaining  of  credit  reports  and  the  gathering 
and  verifying  of  other  information  necessary  to 
evaluate  applications  and  make  credit  decisions; 

•  The  making  of  all  underwriting  and  credit  deci¬ 
sions;6 

•  The  embossing  and  mailing  of  credit  cards  for 


3The  facts  set  forth  in  this  letter  are  based  on  those  set  forth  in 
your  inquiry  of  November  5,  1996,  as  supplemented  by  information 
supplied  by  you  in  telephone  conversations  with  OCC  staff. 

4We  note  that  you  have  represented  that  strategic  planning,  sig¬ 
nificant  capital  expenditures,  and  major  policy  decisions,  such  as 
changes  in  the  credit  approval  criteria,  are  subject  to  the  approval 
of  executive  management  located  at  a  site  in  the  main  office  state 
certified  as  a  branch  of  the  bank. 

5You  note,  however,  that  from  time  to  time  these  functions  are  per¬ 

formed  at  the  bank's  direction  through  an  outside,  non-affiliated 

vendor,  which  may  be  located  anywhere.  The  location  of  services 

provided  by  third  parties  is  irrelevant  for  purposes  of  section  85. 
See  e  g  Cades  v  H&R  Block.  43  F  3d  869,  874  (4th  Cir.  1994), 
cert  denied.  115  S  Ct  2247  (1995)  (Cades). 

'You  note  that  in  a  very  small  minority  of  instances,  a  credit  that 
v"  erv/'se  would  be  rejected  may  be  approved  by  the  bank  if  the 
bmnoh  that  has  direct  dealings  with  the  customer  assumes  finan- 
s  a  msponsib  i  ty  for  that  account  Even  in  these  instances,  how¬ 
ever  the  processing  and  servicing  of  the  card  is  identical  to  those 
approved  by  the  bank  in  the  usual  manner  We  understand  that 

ess  ft  an  1  percent  of  credit  cards  are  issued  under  this  alternative 
procedure 


most  new  accounts  with  the  accompanying  dis¬ 
closures  and  agreements; 

•  The  maintenance  of  all  credit  card  accounts  (the 
bank,  through  the  credit  card  center — not  the 
branches — is  considered  to  own  all  of  the 
accounts);7 

•  The  provision  of  customer  service  and  collection 
functions.8 

C.  Credit  card  activities  undertaken  at  the  branches 

For  the  most  part,  the  role  of  branches  of  the  affiliated 
banks  (which  would  become  branches  of  the  bank 
following  the  merger)  in  the  bank’s  credit  card  opera¬ 
tions  is  to  act,  from  time  to  time,  as  a  facilitator  of 
communication  between  the  bank  in  the  main  office 
state  and  the  credit  cardholder.  In  this  respect,  you 
have  identified  the  following  communications  that, 
from  time  to  time,  may  be  facilitated  at  a  branch: 

•  Facilitating  the  application  process  by  display¬ 
ing  application  forms  on  lobby  racks  or  other¬ 
wise  providing  them  to  customers;  assisting 
customers  in  filling  out  the  forms;  and  if  the 
forms  are  returned  to  the  branch,  forwarding 
them  to  the  bank  in  the  main  office  state;9 

•  Orally  informing  customers  of  the  credit  deci¬ 
sion  made  by  the  bank  in  the  main  office  state;10 

•  In  a  small  minority  of  cases,  receiving  credit 
card  payments,  which  are  recorded  on  the  com¬ 
pany’s  computer  system  and  forwarded  to  the 
bank  in  the  main  office  state  for  processing. 

•  With  respect  to  complaints,  assisting  the  cus- 


7The  bank  has  advised  that  the  accounts  have  not  and  will  not  be 
booked  to  individual  branches,  though  the  bank  does  retain  infor¬ 
mation  that  indicates  how  a  particular  account  was  initiated  such 
as  through  a  direct  mail  solicitation,  a  telephone  solicitation,  receipt 
of  an  unsolicited  application,  or  through  an  application  forwarded 
by  a  branch. 

3A  few  functions  are  performed,  pursuant  to  the  bank’s  direction, 
by  a  nonaffiliated  vendor  located  in  a  state  where  the  bank  has  nei¬ 
ther  its  main  office  nor  does  it  plan  to  have  branches.  These  func¬ 
tions  include  mailing  reissued  cards,  preparing  and  mailing  month¬ 
ly  billing  statements,  processing  payments  when  the  third  party  is 
designated  as  the  addressee,  mailing  credit  cards  and  the  accom¬ 
panying  disclosures  for  some  limited  programs,  and  servicing  and 
collecting  accounts  for  some  limited  programs.  As  stated  in  foot¬ 
note  5,  supra,  the  location  of  functions  performed  by  third  parties 
is  irrelevant  for  purposes  of  section  85. 

^You  have  represented  that  only  a  small  minority  of  applications 
are  forwarded  by  a  branch  and,  of  those,  most  are  simply  mailed 
by  the  branch  to  the  bank. 

1  ^You  have  represented  that  in-person  notices  of  approval  rarely 
occur  and  then  only  in  connection  with  some  of  the  applications 
that  have  been  forwarded  by  a  branch,  itself  a  rare  occurrence  as 
discussed  in  footnote  9,  supra 
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tomer  in  communicating  with  the  bank  in  the 
main  office  state,  although  the  branches  do 
have  the  capability  to  provide  balance  and 
credit  limit  information.11 

II.  Discussion 

A.  Applicability  of  the  main  office  state’s  rates  under 
the  current  structure 

It  is  beyond  dispute,  under  the  corporate  family’s  cur¬ 
rent  structure,  that  the  bank  may  charge  customers  in 
both  the  bank’s  main  office  state  and  in  other  states 
interest  rates  on  its  credit  card  loans  in  accordance 
with  the  rates  permitted  by  the  law  of  the  bank’s  main 
office  state.  See  Marquette  National  Bank  of 
Minnesota  v  First  of  Omaha  Service  Corp.,  439  U.S. 
299  (1978)  (hereafter  referred  to  as  Marquette)  (bank 
located  in  Nebraska  may  charge  interest  rates  per¬ 
mitted  by  Nebraska  law  to  Minnesota  customers); 
Wiseman  v  State  Bank  &  Trust  Co.,  N.A.,  854  S.W.2d 
725  (Ark.  1993)  (national  bank  located  in  one  state 
may  use  the  interest  rates  permitted  by  that  state  for 
customers  in  a  second  state  even  though  the  nation¬ 
al  bank’s  parent  company  is  incorporated  in  that  sec¬ 
ond  state);  OCC  Interpretive  Letter  No.  721,  March  6, 
1996,  reprinted  in  [1995-96  Transfer  Binder]  Fed. 
Banking  L.  Rep.  (CCH)  H  81-036  (national  bank 
located  in  one  state  may  use  that  state’s  interest  rates 
for  consumer  loan  borrowers  in  a  second  state  where 
the  bank  has  an  affiliate  that  performed  certain  minis¬ 
terial  functions  with  respect  to  the  making  of  the  con¬ 
sumer  loans). 

B.  Applicability  of  the  main  office  state  s  rates  fol¬ 
lowing  the  interstate  mergers 

You  ask,  however,  whether  following  the  acquisition  of 
the  bank’s  affiliated  banks  in  other  states,  resulting  in 
the  offices  of  the  acquired  banks  becoming  branches 
of  the  bank,  this  practice  can  be  continued  if  the  bank 
continues  its  current  credit  card  lending  procedures. 

1.  Statutory  requirements  and  OCC  precedent 
permitting  a  bank  to  charge  rates  permitted  by 
branch  state 

Title  12  USC  85  provides,  in  pertinent  part,  that  a 
national  bank  “may  .  .  .  charge  on  any  loan  .  .  .  inter¬ 
est  at  the  rate  allowed  by  the  laws  of  the  State  .  .  . 
where  the  bank  is  located.”  As  the  Supreme  Court 
stated  in  Marquette: 

11  In  this  respect,  you  have  represented  that  only  a  small  minori¬ 
ty  of  these  types  of  contacts  between  the  credit  cardholder  and  the 
bank  occur  at  a  branch  and  many  of  these  contacts  are  limited  to 
notifying  the  bank  of  address  changes  or  obtaining  copies  of  state¬ 
ments.  Moreover,  even  with  respect  to  these  contacts,  as  stated, 
the  branch  merely  acts  as  a  conduit  for  communication  between 
the  bank  and  the  cardholder. 


Section  85  was  originally  enacted  as  §  30  of  the 
National  Bank  Act  of  1864  [citation  omitted].  The 
congressional  debates  surrounding  the  enact¬ 
ment  of  §  30  were  conducted  on  the  assumption 
that  a  national  bank  was  ‘located’  for  purposes 
of  the  section  in  the  State  named  in  its  organi¬ 
zation  certificate  [citation  omitted].  Omaha  Bank 
cannot  be  deprived  of  this  location  merely 
because  it  is  extending  credit  to  residents  of  a 
foreign  state. 

Marquette  at  p.  310. 

It  is  thus  clear  that,  prior  to  the  enactment  of  the 
Riegle-Neal  Interstate  Banking  and  Branching 
Efficiency  Act  of  1994,  Pub.  L.  No.  103-328,  108  Stat. 
2338  (enacted  September  29,  1994)  (the  Riegle-Neal 
Act)  (which  for  the  first  time  paved  the  way  for  gener¬ 
al  interstate  branching  by  national  banks),  the  interest 
rates  authorized  by  the  main  office  state  could  be 
applicable  under  the  above-referenced  clause  of 
section  85  notwithstanding  the  fact  that  not  all  of  the 
activities  undertaken  in  connection  with  an  interstate 
loan  were  undertaken  at  the  main  office  or  even  in  the 
main  office  state.  Thus,  as  the  OCC  noted  in 
Interpretive  Letter  No.  707,  n.  9,  January  31,  1996, 
reprinted  in  [1995-96  Transfer  Binder]  Fed.  Banking 
L.  Rep.  (CCH)  H  81-022,  the  Supreme  Court  in 
Marquette  recognized  that  the  Nebraska  bank 
involved  in  the  case  “systematically  solicits” 
Minnesota  residents  for  credit  cards  to  be  used  in 
transactions  with  Minnesota  merchants,  and  honors 
sales  drafts  from  merchants  who  initially  deposit  them 
with  Minnesota  banks  for  forwarding  to  the  Nebraska 
bank.  Id.  at  310-313.  See  also  Cades,  supra  at  n.  5, 
pp.  873-874  (face-to-face  solicitation  and  signing  of 
all  loan  documents  by  borrower  in  state  other  than 
state  the  interest  rates  of  which  were  to  be  charged 
did  not  affect  the  legality  of  those  rates).  Likewise,  the 
OCC  has  long  recognized  that  essential  activities 
associated  with  the  lending  function  may  occur  in  a 
multitude  of  locations  and  that  such  occurrences  do 
not  impact  a  bank’s  ability  to  charge  the  rates  permit¬ 
ted  by  the  main  office  state.  These  functions  include 
accepting  applications,  processing  applications, 
approving  loans,  closing  loans,  and  disbursing 
funds.12  Given  modern  banking  technology  and 


12See,  e  g.,  Interpretive  Letter  No.  634,  July  23,  1993,  reprinted 
in  [1993-94  Transfer  Binder]  Fed.  Banking  L.  Rep  (CCH)  H  83.5 18 
Interpretive  Letter  No.  667,  October  12,  1994  reprinted  in  [1994-95 
Decisions]  Fed.  Banking  L.  Rep.  (CCH)  H  83,615;  Interpretive 
Letter  No.  636,  July  23,  1993,  reprinted  in  [1993-94  Transfer 
Binder]  Fed.  Banking  L  Rep.  (CCH)H  83,520.  Interpretive  Letter 
No.  343,  May  24,  1985,  reprinted  in  [1985-87  Transfer  Binder]  Fed 
Banking  L.  Rep.  (CCH)  H  85,513;  Interpretive  Letter  by  J  1 
Watson,  Deputy  Comptroller  of  the  Currency  (February  5,  1974) 
(unpublished);  Interpretive  Letter  by  Thomas  G  DeShazo,  Deputy 
Comptroller  of  the  Currency  (April  5.  1973)  (unpublished) 
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practices,  it  is  not  necessary  and,  in  many  cases,  not 
feasible,  to  require  that  these  functions  occur  at  the 
main  office  in  order  to  justify  use  of  the  interest  rates 
permitted  by  the  state  of  the  bank’s  main  office. 

But  the  Court  in  Marquette  also  recognized  the  possi¬ 
ble  impact  on  the  applicability  of  the  main  office 
state's  interest  rate  laws  of  a  branch  of  the  bank  in  the 
state  where  the  borrower  resides.13  The  Court,  how¬ 
ever,  had  no  reason  to  resolve  this  issue  and  did  not 
resolve  it. 

As  the  OCC  previously  has  recognized,  for  purposes 
of  section  85,  a  national  bank  is  “located"  in  any  state 
in  which  it  has  its  main  office  or  a  branch.  See  OCC 
Interpretive  Letter  No.  686,  September  11,  1995, 
reprinted  in  [1995-96  Transfer  Binder]  Fed.  Banking 
L.  Rep.  (CCH)  U  81-001 14;  and  Interpretive  Letter  No. 
707.  Having  determined  in  those  letters  that  the  bank 
may  be  located  in  more  than  one  state  for  purposes 
of  section  85,  those  letters  then  addressed  the  ques¬ 
tion  of  whether  the  bank  could  charge  interest  under 
the  law  of  the  branch  state—  not  the  main  office 
state — with  respect  to  certain  loans  made  by  the  bank 
to  residents  of  the  branch  state,  the  main  office  state, 
and  any  other  state.  Both  letters  concluded  that  if  a 
clear  nexus  exists  between  the  branch  and  the  loan, 
then  the  interest  rates  permitted  by  the  law  of  the 
branch  state  could  be  utilized.  In  OCC  Interpretive 
Letter  No.  686,  the  loans  inquired  about  were  origi¬ 
nated  at  the  branch  following  application  by  the  cus¬ 
tomer  at  that  branch,  loan  proceeds  were  disbursed 
from  the  branch  and  the  loan  was  booked  at  the 
branch.  Interpretive  Letter  No.  707  reached  a  similar 
conclusion  with  respect  to  loans  when  application 
was  made  at  the  branch,  loan  closings  occurred  at 
the  branch,  loan  proceeds  were  either  disbursed  at 
the  branch,  or  disbursal  was  initiated  at  the  branch 
and  the  bank  booked  the  loan,  for  its  own  internal 
operational  purposes,  at  the  branch. 

2.  Impact  of  the  Riegle-Neal  Act  on  a  bank’s  abil¬ 
ity  to  charge  rates  permitted  by  its  main  office 
state 

The  foregoing  letters  specifically  held  in  abeyance 
the  question  of  the  circumstances  under  which  the 
rates  of  the  main  office  state  could  be  charged  to  cus- 

The  Court,  citing  Seattle  Trust  &  Savings  Bank  v  Bank  of 
California,  N  A  .  492  F2d  48,  51  (9th  Cir  ),  cert,  denied,  419  U.S. 
844  (1974),  recognized  that  a  bank  could  be  considered  to  be 
located  in  a  state  where  it  had  a  branch. 

There  is  no  need  in  this  letter  to  reiterate  the  full  analysis  set 
fom  n  th  s  letter  regarding  the  location  of  a  bank  for  purposes  of 
section  85  That  analysis  is  summarized  where  necessary  and  fully 
incorporated  into  and  relied  upon  in  this  letter 


tomers  residing  in  branch  states.  See  Interpretive 
Letter  No.  686,  n.  1  (stating  that  we  "note  that  other 
questions  may  arise  under  Section  85  as  a  result  of  the 
advent  of  interstate  banking  by  national  banks  .  .  . 
[including]  whether  a  national  bank  may  export  inter¬ 
est  rates  permitted  by  the  law  of  the  state  in  which  its 
main  office  is  located  to  customers  in  another  state 
where  the  bank  has  a  branch”).  Your  inquiry  now  pre¬ 
sents  that  issue  and  provides  the  first  opportunity  for 
the  OCC  to  examine  the  issue  of  use  of  interest  rates 
permitted  by  a  bank’s  main  office  state  following  the 
enactment  of  the  Riegle-Neal  Act. 

In  adopting  this  Act,  Congress  provided  in  section 
1 1 1  (the  “usury  savings  clause")  that: 

No  provision  of  this  title  and  no  amendment 
made  by  this  title  to  any  other  provision  of  law 
shall  be  construed  as  affecting  in  any  way  ...  (3) 
the  applicability  of  [section  85]  or  [the  usury  pro¬ 
visions]  of  the  Federal  Deposit  Insurance  Act. 

While  this  provision  indicates  that  section  85  is  to  be 
interpreted  without  regard  to  the  legal  impact  of  any 
of  the  provisions  of  the  Riegle-Neal  Act,  Senator 
Roth,  the  sponsor  of  this  provision,  clearly  stated  the 
congressional  understanding  of  the  usury  provisions 
that  underlay  the  usury  savings  clause.  As  sponsor  of 
the  provision,  courts  have  recognized  that  Senator 
Roth’s  views  may  provide  a  “weighty  gloss"  on  the 
meaning  of  legislation.  See,  e.g.,  Galvin  v.  U.L.  Press, 
347  U.S.  522,  527  (1954). 

As  Senator  Roth  stated: 

[l]t  is  clear  that  the  conferees  intend  that  a  bank 
in  State  A  that  approves  a  loan,  extends  the 
credit,  and  disburses  the  proceeds  to  a  cus¬ 
tomer  in  State  B,  may  apply  the  law  of  State  A 
even  if  the  bank  has  a  branch  or  agent  in  State 
B  and  even  if  that  branch  or  agent  performed 
some  ministerial  functions  such  as  providing 
credit  card  or  loan  applications  or  receiving 
payments. 

Id.  at  SI 2790.  On  the  other  hand,  Senator  Roth  stat¬ 
ed  that: 

[T]he  savings  clause  is  not  intended  to  suggest 
that  when  a  branch  makes  a  loan  to  a  borrower 
who  resides  in  the  same  State  as  the  branch  that 
somehow  the  branch  can  use  [section  85]  ...  to 
impose  the  loan  charges  authorized  by  the  laws 
of  some  other  State.  When  the  branch  makes 
such  an  in-State  loan  to  a  local  customer,  the 
law  of  the  State  where  the  branch  and  customer 
are  located  applies. 


/4  Quarterly  Journal,  Vol.  16,  No.  3,  September  1997 


140  Cong.  Rec.  SI 2789  (daily  ed.  Sept.  13,  1994). 

As  the  OCC  has  noted,  Senator  Roth  was  concerned 
that  interstate  branching  not  be  used  by  a  bank  to 
charge  interest  rates  permitted  by  a  state  in  which  the 
bank  had  branches  but  which  had  no  nexus  to  a  par¬ 
ticular  loan.  See  Interpretive  Letter  No.  707,  n.  1 1 .  The 
conclusion  reached  in  this  letter  clearly  does  not 
implicate  Senator  Roth’s  concern  because  the  usury 
laws  of  the  bank’s  main  office  state  are  being  applied 
by  the  bank,  and  there  are  clearly  a  variety  of  signifi¬ 
cant  contacts  between  the  bank’s  loans  and  its  main 
office  state. 

This  conclusion  is  fully  consistent  with  the  purposes 
underlying  the  usury  savings  clause  as  explained  by 
Senator  Roth: 

The  essential  point  of  my  amendment  is  that  a 
branch  of  a  bank  that  provides  credit  across 
State  lines  may  impose  its  State  law  loan 
charges  even  though  there  is  a  branch  of  that 
same  bank  in  the  State  of  its  customer.  The  sav¬ 
ings  clause  is  intended  to  preserve  this  efficien¬ 
cy  of  uniformity  from  the  credit-provider’s  view¬ 
point,  notwithstanding  formal  or  structural 
changes  that  may  occur  through  mergers  within 
a  bank  holding  company  under  this  legislation.15 

III.  Conclusion 

For  the  foregoing  reasons,  based  on  the  facts 
described  herein,  we  agree  that  the  bank  may  charge 
interest  rates  permitted  by  the  law  of  the  bank’s  main 
office  state  to  credit  card  customers  no  matter  where 
they  reside.16 

Julie  L.  Williams 
Chief  Counsel 


15A  more  detailed  discussion  of  the  importance  of  uniformity  is 
contained  in  Interpretive  Letter  No.  707  at  n.  10  and  the  accompa¬ 
nying  text. 

16/\s  stated,  because  of  the  conclusion  that  we  reach  under  the 
facts  presented,  we  do  not  at  this  time  address  other  theories 
which  may  permit  the  bank  to  charge  rates  permitted  by  the  main 
office  state.  Likewise,  it  is  beyond  the  scope  of  this  response  to 
address  whether  factual  circumstances,  other  than  those  posed  by 
the  bank,  would  establish  a  nexus  justifying  the  imposition  of  the 
rates  of  any  particular  state. 


777— April  8,  1997 

12  USC  24(7)92 

Dear  [  ]: 

This  responds  to  your  request  that  the  OCC  concur 
with  your  view  that  national  banks  may  invest  in  "trust 
preferred  securities”  as  Type  III  securities,  so  long  as 
they  meet  the  applicable  rating  and  marketability 
requirements  of  12  CFR  1  -1  Based  on  the  information 
and  representations  provided,  as  described  herein, 
we  conclude  that  trust  preferred  securities  may  qual¬ 
ify  as  Type  III  securities. 

Background 

You  represented  that  although  each  transaction  may 
involve  minor  differences  in  terms,  the  basic  structure 
of  trust  preferred  securities  is  as  follows.  A  corporate 
issuer  (“Issuer  Corporation”)  organizes  a  business 
trust  (“Issuer  Trust”),  usually  under  the  Delaware 
Business  Trust  Act.  The  Issuer  Trust  issues  two  class¬ 
es  of  securities:  (1)  common  securities,  all  of  which 
are  purchased  and  held  by  the  Issuer  Corporation; 
and  (2)  trust  preferred  securities,  which  are  sold  to 
investors.  The  common  and  trust  preferred  securities 
issued  by  the  Issuer  Trust  represent  undivided  bene¬ 
ficial  interests  in  the  assets  of  the  Issuer  Trust.  The 
Issuer  Trust’s  only  assets  are  junior  subordinated 
deferrable  interest  debentures  (“Debentures”)  of  the 
Issuer  Corporation,  which  are  purchased  by  the 
Issuer  Trust  with  the  proceeds  from  the  sale  of  the 
common  and  preferred  securities. 

The  Issuer  Corporation  executes  a  guarantee  of  the 
obligations  of  the  Issuer  Trust  to  pay  distributions  on 
the  trust  preferred  securities  (to  the  extent  of  available 
funds  of  the  Issuer  Trust),  in  addition  to  an  agreement 
to  indemnify  third  parties  for  other  expenses  and  lia¬ 
bilities  incurred  by  the  Issuer  Trust.  Prospectuses  for 
the  trust  preferred  securities  customarily  provide  that 
the  Debentures,  the  guarantee,  and  the  expense 
indemnity  agreement,  taken  together,  constitute  a 
full,  irrevocable,  and  unconditional  guarantee  of  the 
obligations  of  the  Issuer  Trust  under  the  preferred 
securities. 

You  represent,  for  purposes  of  your  position,  that  trust 
preferred  securities  may  be  classified  as  Type  III 
securities,  that  each  trust  preferred  security  and  cor¬ 
responding  Debenture  is: 


1  Trust  preferred  securities  are  referred  to  by  a  variety  of 
acronyms,  such  as  “QUIPS"  (which  is  a  service  mark  of  Goldman. 

Sachs  &  Co.). 
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Investment  grade  (as  defined  in  12  CFR 
1.2(d))  or  the  credit  equivalent  of  a  security 
rated  investment  grade,  and  therefore  is  not 
predominantly  speculative  in  nature  (12  CFR 
1.2(e));  and 

(2)  Registered  under  the  Securities  Act  of  1933, 
is  offered  and  sold  pursuant  to  Securities  and 
Exchange  Commission  Rule  144A,  or  can  be 
sold  with  reasonable  promptness  at  a  price 
that  corresponds  reasonably  to  its  fair  value. 
(See  12  CFR  1.2(f).) 

The  distributions  the  holders  of  the  trust  preferred 
securities  receive  from  the  Issuer  Trust  consist  of  the 
interest  the  Issuer  Corporation  pays  on  the 
Debentures.  Thus  the  distribution  rate  on  the  trust 
preferred  securities  is  identical  to  the  rate  of  interest 
paid  on  the  underlying  Debentures. 

The  trust  agreement  provides  that  an  event  of  default 
for  the  Debenture  also  constitutes  an  event  of  default 
for  the  trust  preferred  securities.  In  addition,  if  the 
Issuer  Corporation  defaults  on  its  obligation  to  pay 
principal  and  interest  on  the  Debentures  when  due 
and  therefore  funds  are  not  available  to  pay  the  hold¬ 
ers  of  the  trust  preferred  securities,  the  holders  of  the 
trust  preferred  securities  may  sue  the  Issuer 
Corporation  directly  to  enforce  payment.  The  holders 
do  not  need  to  sue  the  Issuer  Trust  or  the  trustee.  The 
holders  of  the  trust  preferred  securities  also  may  sue 
the  Issuer  Corporation  directly  to  enforce  their  rights 
under  the  guarantee. 

The  Issuer  Corporation  may  first  redeem  the 
Debentures  after  either  five  or  10  years  (depending 
on  the  terms  of  the  Debentures)  unless  certain  spec¬ 
ified  events  occur.2  The  Debentures  are  not  perpetu¬ 
al.  If  the  Debentures  are  redeemed,  the  proceeds  will 
be  used  to  redeem  the  same  amount  of  trust  pre¬ 
ferred  securities.  The  redemption  price  is  the  stated 
amount  of  the  trust  preferred  security  plus  a  premium. 
The  redemption  price  does  not  fluctuate  with  the  mar¬ 
ket  price  of  the  security. 

The  voting  rights  of  the  holders  of  the  trust  preferred 
securities  are  very  limited.  The  holders  may  vote  only 
on  issues  relating  to  the  modification  of  the  trust  pre¬ 
ferred  securities  and  the  exercise  of  the  Issuer 
Corporation's  rights  as  holder  of  the  Debentures  and 
the  guarantee  You  represented  that  the  trust  preferred 
securities  would  be  considered  not  to  be  voting  secu¬ 
rities,  as  the  term  is  defined  in  12  CFR  225. 2(p). 


'The  Issuer  Corporation  must  obtain  any  required  regulatory 
approvals  before  redeeming  the  Debentures 


You  believe  that  the  treatment  of  trust  preferred  secu¬ 
rities  as  investment  securities  is  consistent  with  the 
market’s  perception  of  these  instruments.  In  discus¬ 
sions  with  Goldman,  Sachs  &  Co.  and  other  market 
participants,  you  have  been  advised  that  the  institu¬ 
tional  purchasers  of  trust  preferred  securities  have 
been  predominantly  debt  investors  and  that  the  trad¬ 
ing  characteristics  are  similar  to  traditional  debt  secu¬ 
rities.  You  have  also  been  advised  that  the  New  York 
Stock  Exchange  has  listed  at  least  one  issue  of  trust 
preferred  securities  as  a  debt  issue.  In  addition,  the 
National  Association  of  Insurance  Commissioners 
(NAIC)  has  stated  to  you  that  it  has  generally  deter¬ 
mined  trust  preferred  securities  to  be  debt  securities 
under  the  NAIC’s  six-factor  test  for  “hybrid”  securities. 

Discussion 

The  national  banking  laws  provide  that  a  national 
bank  “may  purchase  for  its  own  account  investment 
securities  under  such  limitations  and  restrictions  as 
the  Comptroller  of  the  Currency  may  by  regulation 
prescribe.”  “Investment  securities”  are  further 
described  in  the  statute  as  “marketable  obligations 
evidencing  indebtedness  of  any  person,  copartner¬ 
ship,  association,  or  corporation  in  the  form  of  bonds, 
notes  and/or  debentures  commonly  known  as  invest¬ 
ment  securities  under  such  further  definition  of  the 
term  'investment  securities’  as  may  by  regulation  be 
prescribed  by  the  Comptroller  of  the  Currency.”  12 
USC  24(Seventh).  OCC  regulations  now  define  an 
investment  security  as  “a  marketable  debt  obligation 
that  is  not  predominantly  speculative  in  nature.”  12 
CFR  1.2(e).  Type  III  securities  are  defined  as  “invest¬ 
ment  securities  that  do  not  qualify  as  Type  I,  II,  IV,  or 
V  securities,  such  as  corporate  bonds  and  municipal 
revenue  bonds.”  12  CFR  1.2(k).  The  regulatory  defin¬ 
ition,  therefore,  is  general  and  nonexclusive  and  relies 
on  the  substantive  characteristics  of  an  “investment 
security.  ” 

As  described  above,  trust  preferred  securities  are 
hybrid  instruments.  They  possess  many  characteris¬ 
tics  typically  associated  with  debt  obligations,  such 
as  corporate  bonds  and  municipal  revenue  bonds, 
even  though  they  are  denominated  as  trust  preferred 
securities.  Like  holders  of  debt,  holders  of  trust  pre¬ 
ferred  securities  do  not  share  in  any  appreciation  in 
the  value  of  the  Issuer  Trust,  and  are  protected  from 
changes  in  the  value  of  the  principal  of  the  instru¬ 
ments  (except  for  credit  risk).  Also,  like  holders  of 
debt,  the  holders  of  trust  preferred  securities  do  not 
have  voting  rights  in  the  management  or  the  ordinary 
course  of  business  of  the  Issuer  Trust.  In  addition,  like 
debt,  trust  preferred  securities  are  not  perpetual. 
Further,  the  distributions  on  the  trust  preferred  securi¬ 
ties  resemble  the  periodic  interest  payments  on  debt. 
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Finally,  we  understand  that  the  SEC  has  indicated  that 
it  will  not  object  to  a  bank  holding  company  treating 
trust  preferred  securities  as  debt  under  Generally 
Accepted  Accounting  Principles  (even  if  the  bank 
holding  company  classifies  these  securities  as  minor¬ 
ity  interests  in  consolidated  subsidiaries  for  regulato¬ 
ry  reporting  purposes).  Thus,  in  substance,  albeit  not 
in  their  label,  trust  preferred  securities  are  debt-like 
obligations. 

This  result  is  reinforced  by  the  fact  that  an  investment 
in  trust  preferred  securities  is  functionally  equivalent 
to  an  investment  in  the  underlying  Debentures,  which 
you  represent  qualify  as  Type  III  securities.  The  hold¬ 
ers  of  the  trust  preferred  securities  receive  the  same 
distributions  that  they  would  receive  if  they  held  the 
Debentures  directly.  Also,  if  the  Issuer  Corporation 
defaults  on  its  obligation  to  pay  the  principal  and 
interest  on  the  Debentures  when  due  so  that  funds 
are  not  available  to  pay  the  holders  of  the  trust  pre¬ 
ferred  securities,  the  holders  of  the  trust  preferred 
securities  may  sue  the  Issuer  Corporation  directly  to 
enforce  payment.  In  addition,  an  event  of  default  for 
the  Debentures  also  constitutes  an  event  of  default  for 
the  trust  preferred  securities.  Further,  if  the  Issuer 
Corporation  redeems  the  Debentures,  the  proceeds 
will  be  used  to  redeem  the  same  amount  of  trust  pre¬ 
ferred  securities.  Because  investment  in  the  trust  pre¬ 
ferred  securities  is  comparable  to  investment  in  the 
underlying  Debenture,  assuming  that  the  Debentures 
qualify  as  Type  III  securities,  the  trust  preferred  secu¬ 
rities  may  be  purchased  as  Type  III  securities.* 1 2 3 

Accordingly,  we  conclude  that  national  banks  may 
invest  in  the  trust  preferred  securities  as  Type  III 
investment  securities  if,  as  you  represent,  the  trust 
preferred  securities  and  the  underlying  Debentures 
are  “marketable”  and  not  predominantly  speculative 


3A  national  bank  may  invest  in  securities  that  are  based  on  or 
derive  their  characteristics  from  other  securities  to  the  extent  that  it 
may  invest  in  the  underlying  securities.  See,  e.g.,  OCC  Interpretive 
Letter  No.  583  (April  27,  1992),  reprinted  in  [1992-93  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,404  (certificates  consti¬ 
tute  obligations  of  the  United  States  and  qualify  as  Type  I  securities 
based  on  underlying  composition  of  certificates).  Under  similar 
reasoning,  a  national  bank  may  buy  shares  in  an  investment  com¬ 
pany  if  the  portfolio  of  the  investment  company  consists  exclusive¬ 
ly  of  assets  that  the  national  bank  may  purchase  and  sell  for  its  own 
account.  See  12  CFR  1.3(h). 


as  required  under  OCC  regulations  defining  invest¬ 
ment  securities.4  Banks  that  invest  in  trust  preferred 
securities  must  comply  with  applicable  regulatory 
requirements.  If  you  have  any  questions,  please  con¬ 
tact  Elizabeth  Malone,  Senior  Attorney,  at  (202) 
874-5210. 

Ellen  Broadman,  Director 

Securities  and  Corporate  Practices  Division 


4  a  security  is  not  predominantly  speculative  in  nature  if  it  is  rated 
investment  grade  or  is  the  credit  equivalent  of  a  security  rated 
investment  grade.  Id.  A  security  is  marketable  if  it: 

(1)  Is  registered  under  the  Securities  Act  of  1933.  15  USC 
77a  et  seq.; 

(2)  Is  a  municipal  revenue  bond  exempt  from  registration 
under  the  Securities  Act  of  1933,  15  USC  77c(a)(2); 

(3)  Is  offered  and  sold  pursuant  to  Securities  and  Exchange 
Commission  Rule  144A,  17  CFR  230.144A,  and  rated  invest¬ 
ment  grade  or  is  the  credit  equivalent  of  investment  grade; 
or 

(4)  Can  be  sold  with  reasonable  promptness  at  a  price  that 
corresponds  reasonably  to  its  fair  value 

12  CFR  1.2(f). 
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778— March  20,  1997 

12  USC  24(7) 

Re  Participation  in  a  Limited  Liability  Company  by 
Treasury  Bank,  Ltd.,  Washington  D.C. 

Dear  [  ]: 

This  is  in  response  to  your  letters  of  March  3,  1997, 
December  13,  1996,  November  25,  1996,  and 
November  13,  1996,  your  legal  opinions  of  February 
18,  1997  and  February  7,  1997,  and  subsequent  tele¬ 
phone  discussions,1  concerning  a  proposal  by 
Treasury  Bank,  Ltd.,  Washington  D.C.  (the  bank)  to 
make  a  noncontrolling  investment  in  Treasury 
Worldwide  LLC,  a  limited  liability  company  (the  LLC), 
to  be  formed  with  [  ],  an  affiliated  corporation 

wholly  owned  by  [  ].2  The  bank  is  organized 

under  section  29-303  of  the  Corporate  laws  of  the 
District  of  Columbia,  and  the  Comptroller  of  the 
Currency  is  the  primary  federal  regulator  for  district 
banks  and  retains  authority  to  supervise  their  activi¬ 
ties.3  For  the  reasons  given  below,  it  is  our  opinion 
that  this  transaction  is  legally  permissible  in  the  man¬ 
ner  and  as  described  herein. 

I.  Background 

A.  Proposed  Activities  of  the  LLC 

The  LLC  desires  to  offer,  as  a  service  to  customers, 
the  placement  of  funds  in  foreign  currency  time 
deposits  (FCTDs)  with  foreign  banks.  The  LLC  will 
offer  to  purchase,  as  an  agent,  FCTDs  issued  by  for¬ 
eign  banks  in  approximately  20  currencies.  The  LLC 
intends  to  market  and  sell  the  FCTD  service  through 


’The  OCC  also  received  correspondence  related  to  this  propos¬ 
al  dated  December  13,  1996  and  October  17,  1996  directly  from 
Treasury  Bank,  Ltd. 

^Sections  23A  and  23B  of  the  Federal  Reserve  Act,  12  USC  371c 
and  37 1  c—  1 .  place  restrictions  on  extensions  of  credit  and  other 
transactions  between  member  banks  and  their  affiliates  The  LLC  is 
not  an  affiliate"  of  the  bank  for  purposes  of  Sections  23A  and  23B 
since  the  statute  excludes  nonbank  subsidiaries  of  member  banks 
from  the  definition  12  USC  371c(b)(2)(A).  The  LLC  is  a  nonbank 
subsidiary”  for  purposes  of  Sections  23A  and  23B  because  of  the 
bank  s  49  percent  ownership  and  voting  interest  in  the  LLC.  See  12 
USC  37 1  c(b)(3)  (b)(4),  and  (b)(6)  To  address  any  issues  involving 
possible  conflicts  of  interest  [  ]  has  represented  that:  (i)  a 

aonty  of  the  bank's  Board  of  Directors  will  approve  in  advance 
’ho  nvestment  m  the  LLC,  (ii)  he  will  abstain  from  participating 
d  rectiy  or  indirectly  in  the  voting,  and  (iii)  he  does  not  "control"  the 
bank  for  purposes  of  the  Change  in  Bank  Control  Act,  12  USC 
1 Q 1 7(j)  et  seq 

section  II  infra,  for  a  discussion  of  laws  applicable  to  a 
District  of  Columbia  bank 


traditional  means  as  well  as  through  an  interactive 
Internet  site  that  will  be  linked  to  the  bank’s  Internet 
site.4  The  bank  also  intends  to  offer  the  LLC’s  FCTD 
service  to  its  customers  through  traditional  means. 

To  obtain  a  FCTD,  customers  will  complete  an  appli¬ 
cation  to  the  LLC  and  provide  at  least  $[  ]  to  the 

LLC’s  account  at  the  bank.  Customers  will  receive 
from  the  LLC  a  “concise  overview”  of  deposit  insur¬ 
ance  and/or  other  regulatory  oversight  of  foreign 
depository  institutions  in  each  country  where  the  LLC 
will  offer  to  place  FCTDs.  Customers  will  also  receive 
from  the  LLC  a  disclosure  statement  and  a  fee  sched¬ 
ule.5  Upon  receipt  of  wire  instructions,  the  bank  will 
remit  a  customer’s  funds  to  the  foreign  bank  issuer. 
Funds  will  be  aggregated  and  will  be  remitted  to  the 
foreign  bank  issuer  together  with  the  funds  of  other 
customers  seeking  a  FCTD  in  the  same  country.6 
Once  the  funds  are  placed,  customers  will  receive  a 
certificate  from  the  LLC  detailing  the  terms  and  con¬ 
ditions  of  the  FCTD. 

The  FCTDs  will  be  held  in  a  nominee  account  in  the 
foreign  bank,  and  they  will  be  denominated  in  the 
local  currency  and  payable  at  the  office  of  the  foreign 
bank.  The  FCTDs  will  not  be  deposits  of  the  bank  and 
will  not  be  guaranteed  by  either  the  bank  or  the  LLC. 
FCTDs  will  not  be  carried  as  liabilities  on  either  the 
bank’s  or  the  LLC’s  balance  sheet.  Instead,  they  will 
be  liabilities  of  the  foreign  depository  institution. 
FCTDs  will  not  be  insured  by  the  Federal  Deposit 
Insurance  Corporation  (FDIC).  The  LLC  will  not  dis¬ 
close  the  names  of  the  customers  to  the  foreign  bank, 
but  this  information  would  be  available  to  foreign  reg¬ 
ulatory  authorities  in  such  foreign  jurisdictions  under 
applicable  law. 


4The  bank  plans  to  design  its  Internet  site  to  offer  both  domestic 
products  and  FCTDs.  Bank  customers  who  are  interested  in  FCTDs 
may,  by  activating  an  icon  on  the  bank’s  site,  be  transferred  to  the 
LLC  Internet  site  where  they  will  be  able  to  place  an  order  for  a 
FCTD  directly  with  the  LLC.  See  note  22  and  accompanying  text, 
infra,  for  a  discussion  of  disclosures  and  information  packages  that 
the  LLC  will  provide  to  customers. 

^The  bank  anticipates  that  most  of  the  customer  orders  for 
FCTDs  will  be  placed  through  the  mail,  monitored  telephone  banks 
or  through  the  bank’s  Internet  site.  The  bank  and  the  LLC  have  rep¬ 
resented  that  they  will  not  be  making  recommendations  to  cus¬ 
tomers  interested  in  purchasing  a  FCTD.  However,  in  the  event  that 
the  bank  or  the  LLC  make  recommendations  to  any  person,  they 
have  both  represented  that  they  will  comply  with  the  suitability  stan¬ 
dards  applicable  to  sales  of  government  securities  to  institutional 
customers  set  forth  in  the  interagency  regulation  on  Government 
Securities  Sales  Practices  at  12  CFR  13  4  (1997) 

6Each  customer  will  have  the  right  to  disaggregate  his  or  her 
funds  into  a  separate  nominee  account  upon  the  payment  by  such 
customer  of  all  fees  charged  by  the  foreign  bank  and  the  LLC  for 
that  service 
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Customers  will  not  be  able  to  liquidate  their  FCTDs 
before  the  expiration  of  their  terms,  without  incurring 
substantial  penalties.  Prior  to  the  maturity  date  of  the 
FCTD,  the  LLC  will  notify  the  affected  customer(s).  If 
the  customer  does  not  terminate  the  FCTD,  it  will  be 
rolled  over  automatically  by  the  LLC  for  a  similar  term 
at  the  then-prevailing  interest  rate  being  offered  by 
the  foreign  bank  for  such  deposits.  If  the  customer 
decides  not  to  renew  the  FCTD,  the  customer’s  princi¬ 
pal  and  interest,  less  any  applicable  withholding  taxes, 
will  be  converted  to  the  currency  of  the  original  funds 
at  the  then-prevailing  currency  exchange  rate  and  will 
be  remitted  directly  to  the  customer  by  the  LLC. 

B.  Structure  of  the  LLC 

The  LLC  will  be  established  under  Delaware  law  with 
an  initial  capitalization  of  $[  ].  The  bank  will  ini¬ 
tially  invest  $[  ]  in  the  LLC  and  will  hold  a  49 

percent  ownership  and  voting  interest  in  the  LLC.  The 
remaining  51  percent  ownership  and  voting  interest  in 
the  LLC  will  be  held  by  [  ].7  The  LLC  will  have 

one  office,  which  will  be  located  in  the  same  building 
as  the  bank’s  main  office,  in  Washington,  D.C.  The 
conduct  of  the  business  and  affairs  of  the  LLC  will  be 
governed  by  an  operating  agreement  between  the 
LLC  and  the  bank  (the  Operating  Agreement).  Under 
the  terms  of  the  Operating  Agreement:  (i)  the  bank 
will  be  the  sole  “Corporate  Manager”  of  the  LLC;  (ii) 
the  business  of  the  LLC  will  be  the  offering  and  place¬ 
ment  of  foreign  currency  time  deposits,  in  no  event 
would  the  LLC  engage  in  any  business  that  is  not  a 
part  of  the  business  of  banking  or  incidental  thereto, 
and  the  business  of  the  LLC  will  at  all  times  be  con¬ 
sistent  with  the  permitted  business  activities  of  a 
national  bank;  (iii)  the  limitations  on  the  LLC’s  permis¬ 
sible  business  activities  cannot  be  amended  except 
upon  the  unanimous  consent  of  all  members;  and  (iv) 
no  manager  and  no  member  will  be  liable  to  third  par¬ 
ties  for  the  LLC’s  debts  except  to  the  extent  of  such 
member’s  capital  account.  In  addition,  the  bank  will 
have  a  right  of  first  refusal  to  purchase  any  interest  in 
the  LLC  offered  for  sale  to  any  third  party  at  the  same 
terms  as  offered  to  or  by  the  third  party,  subject  to 
regulatory  approval.8  Except  for  certain  limited 
exceptions,  including  the  limitation  on  permissible 
business  activities  mentioned  above,  the  Operating 
Agreement  can  only  be  amended  with  the  consent  of 
members  holding  at  least  two  thirds  of  the  voting  inter¬ 


7lt  is  anticipated  that  between  2  percent  and  5  percent  of  the 
equity  and  voting  interest  in  the  LLC  may  be  owned  over  time  by 
employees  and  managers  of  the  LLC.  Such  ownership  will  reduce 
the  equity  and  voting  interest  of  the  bank  and  [  ]  on  a  pro 

rata  basis.  This  will  leave  the  bank  with  a  minimum  of  46.67  percent 
voting  interest. 

8See  12  CFR  5.34. 


est  of  the  LLC.9  Also,  the  consent  of  two-thirds  of  the 
members  will  be  required  to  admit  any  additional  mem¬ 
bers,  therefore,  the  bank’s  consent  will  be  required. 

The  Operating  Agreement  provides  that  the  business 
and  affairs  of  the  LLC  will  be  overseen  by  a  Corporate 
Manager  and  such  other  managers  as  the  members 
of  the  LLC  may  designate  from  time  to  time.  The  bank 
will  be  appointed  the  sole  Corporate  Manager. 10  The 
consent  of  two-  thirds  of  the  members  of  the  LLC  will 
be  required  to  admit  a  person  as  manager;  therefore, 
the  bank’s  consent  will  be  required.  A  majority  vote  of 
the  managers  will  bind  all  the  managers.  The 
Operating  Agreement  also  provides  that  managers 
will  not  have  the  authority  to:  (i)  sell  or  otherwise  dis¬ 
pose  of  all  or  substantially  all  of  the  assets  of  the  LLC; 
(ii)  merge  the  LLC  into,  or  with,  any  other  business 
entity;  (iii)  grant  a  security  interest  in  any  real  proper¬ 
ty  of  the  LLC,  or  enter  into  any  real  property  lease 
agreements  on  behalf  of  the  LLC;  (iv)  borrow  money 
from,  or  on  behalf  of,  the  LLC;  and  (v)  admit  a  person 
as  manager  or  member  of  the  LLC. 

It  is  anticipated  that  the  LLC  will  initially  require  a  staff 
of  five  persons  to  conduct  its  business;  they  include 
(i)  a  managing  director  who  will  be  the  bank’s 
designee  to  manage  the  operations  of  the  LLC,  and 
who  will  report  to  the  president  of  the  bank;  (ii)  a  cus¬ 
tomer  service  representative  responsible  for  cus¬ 
tomer  inquiries  and  account  openings;  (iii)  an 
account  representative  responsible  for  maintaining 
relationships  and  account  management  with  non-U. S. 
depository  institutions;  (iv)  a  data  processor  to  main¬ 
tain  customer  and  account  records;  and  (v)  an 
administrative  assistant.  It  is  also  anticipated  that  an 
additional  customer  service  representative  will  be 
added  to  the  staff  for  each  $[  ]  increase  in 

placements.  The  managing  director  of  the  LLC  will  be 
a  dual  employee  of  both  the  LLC  and  the  bank.  To  the 
extent  that  the  managing  director  devotes  his  or  her 
time  to  the  management  of  the  LLC,  he  or  she  will  be 
paid  by  the  LLC.  All  other  LLC  staff  will  be  employed 
by  the  LLC.  It  is  intended  that  the  bank,  as  a  member 
of  the  LLC,  will  share  pro  rata  according  to  its  interest 
in  the  LLC’s  profits  and  losses.  However,  losses  would 


9The  Operating  Agreement  can  be  amended  by  the  managers 
provided  such  amendment  is:  (i)  solely  for  the  purpose  of  clarifica¬ 
tion;  (ii)  for  the  purpose  of  substituting  a  member:  (iii)  merely  an 
implementation  of  the  terms  of  the  operating  agreement,  oi  Ov)  in 
the  opinion  of  LLC  counsel  is  necessary  to  satisfy  requirements  of 
the  Internal  Revenue  Code  or  any  federal  or  state  securities  laws  or 
regulations. 

10The  Operating  Agreement  will  provide  that  the  Corporate 
Manager  could  be  removed  as  a  manager  by  members  holding  a 
majority  of  the  voting  interest  of  the  LLC  but  only  for  cause  as  deter  - 
mined  by  a  final  non-appealable  order  of  the  OCC  or  a  court  of 
competent  jurisdiction. 
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be  limited  to  the  amount  of  a  member’s  capital  contri¬ 
butions  The  bank  will  receive  no  fee  for  managing  the 
LLC  and  would  receive  fees  for  services  provided  to 
the  LLC  on  the  same  basis  such  fees  will  be  received 
if  such  services  were  provided  for  any  other  bank 
customer. 

II.  Applicable  Law 

As  previously  stated,  the  bank  is  organized  under 
section  29-303  of  the  Corporate  laws  of  the  District  of 
Columbia.  The  Comptroller  of  the  Currency  is  the  pri¬ 
mary  federal  regulator  for  district  banks  and  retains 
authority  to  supervise  their  activities.  See  12  USC 
1 81 3(q)  and  D  C.  Code  Ann.  29-103  (1996);  see  also 
D.C.  Code  Ann.  26-102(a)  (1996).  The  OCC  autho¬ 
rized  the  bank  to  commence  operations  as  a  “bank  of 
deposit”  under  the  laws  of  the  District  of  Columbia 
pursuant  to  section  26-1 03(b)  of  the  District  of 
Columbia  Banking  Law.  See  Decision  on  the 
Application  of  Treasury  Bank,  Application  Control  No. 
86-NE-01-005  (August  28,  1990)  (unpublished);  see 
also  D.C.  Code  Ann.  26-1 03(b)  (prior  to  the 
Amendments  Act).11  [  ]  it  is  appropriate  for  the 

OCC  to  analyze  this  transaction  based  upon  the  laws 
applicable  to  national  banks  and  OCC  interpretations 
and  precedents  concerning  bank  powers. 

[  ]  the  transaction  must  be  permissible  under 

the  laws  of  the  District  of  Columbia.  For  purposes  of 


1 1  Under  the  District  of  Columbia  Regional  Interstate  Banking  Act 
of  1985  Amendments  Act  of  1985,  D.C.  Law  6-107  (1985) 
(Amendments  Act),  the  District  of  Columbia  Council  created  the 
position  of  Superintendent  of  Banking  and  Financial  Institutions 
(D.C  Superintendent)  with  the  power  to  regulate  district  banks  “to 
the  same  extent  that  these  institutions  were  regulated  by  the 
Comptroller  of  the  Currency”  prior  to  the  effective  date  of  the 
Amendments  Act.  Even  after  the  enactment  of  the  Amendments 
Act.  the  Comptroller  retained  significant  supervisory  authority  over 
district  banks  including  the  ability  to  examine  such  banks,  D.C. 
Code  Ann.  26-1 02(a),  and  the  Comptroller  is  designated  as  the  pri¬ 
mary  federal  regulator  of  district  banks  under  various  federal 
statutes  These  include  the  FDIC  Act,  12  USC  1 81 3(q);  the  Bank 
Services  Corporation  Act,  12  USC  1861(b);  the  Management 
Interlocks  Act,  12  USC  3206;  the  Bank  Protection  Act,  12  USC  1881 
and  various  provisions  of  the  Securities  Exchange  Act,  15  USC  73b 
et  seq  and  the  Bank  Holding  Company  Act,  12  USC  1841  et  seq 
District  banks  are  also  subject  to  various  provisions  of  federal  law 
which  have  been  incorporated  into  the  D.C.  Code,  such  as  the 
egal  ending  limits  of  12  USC  84,  the  call  report  requirements  of  12 
USC  161  and  certain  insider  statutes  at  12  USC  375,  375a,  and 
376  DC  Code  Ann  26-101,  26-103(b),  and  26-109.  District 
banks  are  also  subject  to  the  regulatory  authority  contained  in  the 
OCC  Rules.  Policies  and  Procedures  for  Corporate  Activities  at  12 
CFR  5,  which  indicates  that  a  bank  located  in  the  District  of 
Columbia  operating  under  the  OCC's  supervision  is  included  in  the 
term  nasonai  bank  12  CFR  5  3(j)  Furthermore,  these  rules  for 
corporate  activities  provide  that  "national  banks"  are  permitted  to 
rrake  various  types  of  equity  investments  pursuant  to  12  USC 
24(Seventh)  and  other  statutes  12  CFR  5  36 


District  of  Columbia  law  we  have  relied  on  legal  opin¬ 
ions  provided  by  [  ].  These  legal  opinions  pro¬ 

vide  that  under  District  of  Columbia  law  the  bank  is 
permitted  to  invest  in  a  foreign  limited  liability  compa¬ 
ny  engaged  in  the  activities  proposed  for  the  LLC. 

III.  Discussion 

In  a  variety  of  circumstances  the  OCC  has  permitted 
national  banks  to  own,  either  directly,  or  indirectly 
through  an  operating  subsidiary,  a  noncontrolling 
interest  in  an  enterprise.  The  enterprise  might  be  a 
limited  partnership,  a  corporation,  or  a  limited  liability 
company.12  In  recent  interpretive  letters,  the  OCC 
concluded  that  national  banks  are  legally  permitted  to 
make  a  noncontrolling  investment  in  a  limited  liability 
company  provided  four  criteria  or  standards  are  met. 
See  OCC  Interpretive  Letter  No.  692  (November  1, 
1995),  reprinted  in  [Current]  Fed.  Banking  L.  Rep. 
(CCH)  11  81,007,  and  No.  694  (Dec.  13,  1995),  reprint¬ 
ed  in  [Current]  Fed.  Banking  L.  Rep.  (CCH)  H 
81, 009. 13  See  also  Letter  of  Steven  J.  Weiss,  Deputy 
Comptroller,  Bank  Organization  and  Structure 
(December  27,  1995  unpublished)  (“Weiss  Letter”). 
These  standards,  which  have  been  distilled  from  our 
previous  decisions  in  the  area  of  permissible  noncon¬ 
trolling  investments  for  national  banks  and  their  sub¬ 
sidiaries,  are: 

(1)  The  activities  of  the  entity  or  enterprise  in  which 
the  investment  is  made  must  be  limited  to  activ¬ 
ities  that  are  part  of,  or  incidental  to,  the  busi¬ 
ness  of  banking; 

(2)  The  bank  must  be  able  to  prevent  the  enterprise 
or  entity  from  engaging  in  activities  that  do  not 
meet  the  foregoing  standard  or  be  able  to  with¬ 
draw  its  investment; 

(3)  The  bank’s  loss  exposure  must  be  limited,  as  a 
legal  and  accounting  matter,  and  the  bank  must 
not  have  open-ended  liability  for  the  obligations 
of  the  enterprise;  and 

(4)  The  investment  must  be  convenient  or  useful  to 
the  bank  in  carrying  out  its  business  and  not  a 
mere  passive  investment  unrelated  to  that 
bank’s  banking  business. 


12See  also  12  CFR  5.36(b).  National  banks  are  permitted  to  make 
various  types  of  equity  investments  pursuant  to  12  USC 
24(Seventh)  and  other  statutes. 

^In  other  recent  letters,  the  OCC  has  permitted  national  banks 
to  make  a  noncontrolling  investment  in  an  enterprise  other  than  an 
LLC,  provided  the  investment  satisfies  these  four  standards  See. 
e  g.,  OCC  Interpretive  Letter  No.  697  (November  15,  1995),  reprint¬ 
ed  in  [Current]  Fed  Banking  L.  Rep.  (CCH)  H  81,012;  OCC 
Interpretive  Letter  No  705  (October  25,  1995),  reprinted  in 
[Current]  Fed  Banking  L  Rep  H  81,020 
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Based  upon  the  facts  presented,  the  bank’s  proposal 
satisfies  the  following  four  standards: 

1.  The  activities  of  the  entity  or  enterprise  in  which 
the  investment  is  made  must  be  limited  to  activ¬ 
ities  that  are  part  of,  or  incidental  to,  the  busi¬ 
ness  of  banking. 

The  proposed  activities  of  the  LLC — placing  deposits 
at  foreign  banks  on  behalf  of  customers  on  an  agency 
basis  and  offering  this  service  over  the  Internet — are 
legally  permissible  under  12  USC  24  (Seventh)  as 
part  of,  or  incidental  to,  the  business  of  banking. 

As  part  of  their  traditional  role  as  financial  intermedi¬ 
aries,  banks  have  broad  powers  to  act  as  agent  for 
their  customers,  and  under  this  broad  authority  the 
OCC  has  permitted  national  banks  to  place  deposits 
at  other  banks  or  thrifts  on  behalf  of  their  customers. 
OCC  Investment  Securities  Letter  No.  32  (December 

2,  1988),  reprinted  in  [1989-90  Transfer  Binder]  Fed. 
Banking  L.  Rep.  (CCH)  H  83,038.  Similarly,  a  national 
bank  may  offer  participation  interests  in  certificates  of 
deposit  purchased  as  agent  from  a  third-party  affiliat¬ 
ed  bank  on  behalf  of  a  number  of  the  national  bank’s 
depositors.  OCC  Interpretive  Letter  No.  385  (June  19, 
1987),  reprinted  in  [1988-89  Transfer  Binder]  Fed. 
Banking  L.  Rep.  (CCH)  U  85,609.14  National  banks 
may  also  offer  foreign  currency  deposits  directly  to 
their  customers.  Letter  from  Peter  Liebesman, 
Assistant  Director,  LASD,  March  21,  1989  (unpub¬ 
lished).  Thus,  a  national  bank  may,  as  part  of  the  busi¬ 
ness  of  banking,  offer  foreign  currency  deposits  to  its 
customers  and  place  deposits  at  foreign  banks  on 
behalf  of  customers  on  an  agency  basis. 

In  addition,  it  is  well  established  that  a  national  bank 
may  use  electronic  means  to  perform  services 
expressly  or  incidentally  authorized  to  national 


14National  banks  are  also  currently  authorized  to  purchase,  on 
behalf  of  customers,  foreign  currency  contracts,  foreign  currency 
options,  and  provide  foreign  exchange  services.  See  OCC 
Interpretive  Letter  No.  414,  reprinted  in  [1988-89  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCH)  H  85,638  (authorizing  national  bank 
subsidiary  to  buy  and  sell  foreign  currency  in  the  spot  and  forward 
markets  and  to  buy  and  sell  over-the-counter  foreign  currency 
options);  OCC  Interpretive  Letter  No.  384,  reprinted  in  [1988-89 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  85,608  (authorizing 
establishment  of  operating  subsidiary  to  engage  in  buying  and 
selling  of  options  in  foreign  currency  and  Eurodollar  time  deposits); 
OCC  Interpretive  Letter  No.  380,  reprinted  in  [1988-89  Transfer 
Binder]  Federal  Banking  L  Rep.  (CCH)  H  85,604  (authorizing  oper¬ 
ating  subsidiary  to  engage  in,  among  other  things,  options  trading 
involving  foreign  currencies,  and  futures  contracts  involving 
Eurodollars  and  foreign  currencies). 


banks.15  The  OCC  Interpretive  Ruling  setting  forth  this 
authority  was  recently  revised,  in  recognition  of  the 
rapid  advancement  of  technology,  to  authorize  a 
national  bank  to  “perform,  provide,  or  deliver  through 
electronic  means  and  facilities  any  activity,  function, 
product,  or  service  that  it  is  otherwise  authorized  to 
perform,  provide  or  deliver.”  61  Fed.  Reg.  4849 
(1996),  codified  at  12  CFR  7.1019. 

Here,  the  LLC’s  proposal  to  purchase  FCTDs  on  an 
agency  basis  is  substantially  similar  to  activities  and 
services  that  the  OCC  has  previously  approved. 
Furthermore,  the  use  of  the  Internet  to  market  and  sell 
this  product  is  consistent  with  previous  OCC  interpre¬ 
tive  rulings.  The  proposed  activities  of  the  LLC  are 
part  of,  or  incidental  to,  the  business  of  banking. 
Accordingly,  this  first  standard  is  satisfied. 

2.  The  bank  must  be  able  to  prevent  the  enterprise 
from  engaging  in  activities  that  do  not  meet  the 
foregoing  standard,  or  be  able  to  withdraw  its 
investment. 

• 

As  a  corollary  to  the  above,  it  is  not  sufficient  that  the 
LLC’s  activities  are  permissible  at  the  time  the  bank 
initially  purchases  LLC  membership  shares;  they 
must  also  remain  permissible  for  as  long  as  the  bank 
retains  an  ownership  interest  in  the  LLC. 

Under  Delaware  law,  a  limited  liability  company  may 
engage  in  "any  lawful  business,  purpose  or  activity 
with  the  exception  of  the  business  of  granting  policies 
of  insurance,  or  assuming  insurance  risks  or  banking 
as  defined  in  §  126  of  Title  8.”  Del.  Code  Ann.  tit.  18 
§  106  (1994). 16  Here,  the  LLC  Operating  Agreement 
prohibits  the  LLC  from  engaging  in  any  line  of  busi¬ 
ness  that  is  not  permissible  for  a  national  bank  or  that 
is  not  a  part  of  the  business  of  banking  or  incidental 
thereto.  The  Operating  Agreement  also  provides  that 
the  limitations  on  the  LLC’s  business  activities  cannot 
be  amended  except  upon  the  unanimous  consent  of 
all  members.  Therefore,  since  the  bank  is  a  member 
of  the  LLC  holding  a  49  percent  interest,  it  will  have 


15See  OCC  Interpretive  Letter  No.  677,  reprinted  in  [1994-1995 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,625  (June  28, 
1995);  OCC  Interpretive  Letter  No.  284,  reprinted  in  [1983-1984 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  T|  85,448  (Mar  26. 
1984),  OCC  Interpretive  Letter  No.  449,  reprinted  in  [1988-1989 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  85,673  (Aug  23. 
1988). 

^Banking  is  defined  in  §  126  of  Title  8  of  the  Delaware  Code  as 
the  "power  of  issuing  bills,  notes,  or  other  evidences  of  debt  for  cir¬ 
culation  as  money,  or  the  power  of  carrying  on  the  business  of 
receiving  deposits  of  money."  Del.  Code  Ann.  tit.  8  §  126  (1994)  In 
the  course  of  its  business  activities  the  LLC  will  not  engage  in  any 
of  the  foregoing  activities. 


Quarterly  Journal,  Vol.  16,  Mo.  3.  September  199,'  81 


the  power  to  prevent  the  LLC  from  engaging  in  imper¬ 
missible  activities  Accordingly,  this  standard  is  satis¬ 
fied. 

3  The  bank's  loss  exposure  must  be  limited  and 

the  bank  must  not  have  open-ended  liability  for 

the  obligations  of  the  enterprise. 

a  Loss  exposure  from  a  legal  standpoint 

A  primary  concern  of  the  OCC  is  that  national  banks 
should  not  be  subjected  to  undue  risk,  especially 
where  an  investing  bank  will  not  control  the  opera¬ 
tions  of  the  entity  in  which  the  bank  holds  an  interest. 
It  is  important  that  a  bank’s  investment  not  expose  it 
to  unlimited  liability.  Such  is  the  case  here.  As  a  legal 
matter,  investors  in  a  Delaware  limited  liability  com¬ 
pany  will  not  incur  liability  with  respect  to  the  liabilities 
or  obligations  of  the  limited  liability  company  solely  by 
reason  of  being  a  member  or  manager  of  the  limited 
liability  company.  Del.  Code  Ann.  Tit.  18,  §  303 
(1994). 17  This  limited  liability  feature  is  what  differenti¬ 
ates  limited  liability  companies  both  from  general 
partnerships,  where  all  partners  are  generally  liable 
for  the  debts  of  the  partnership,  and  from  limited  part¬ 
nerships,  which  must  have  at  least  one  general  part¬ 
ner  who  is  personally  liable  for  the  obligations  of  the 
partnership.18 

Thus,  the  bank’s  loss  exposure  for  the  liabilities  of  the 
LLC  will  be  limited  by  statute  and  the  Operating 
Agreement  establishing  the  LLC. 

b.  Loss  exposure  from  an  accounting  standpoint 

In  assessing  a  bank’s  loss  exposure  as  an  account¬ 
ing  matter,  the  OCC  has  previously  noted  that  the 
appropriate  accounting  treatment  for  a  bank’s  20-50 
percent  ownership  share  or  investment  in  a  limited 
liability  company  is  to  report  it  as  an  unconsolidated 
entity  under  the  equity  method  of  accounting.  Under 
this  method,  unless  the  bank  has  extended  a  loan  to 
the  entity,  guaranteed  any  of  its  liabilities  or  has  other 
financial  obligations  to  the  entity,  losses  are  general¬ 
ly  limited  to  the  amount  of  the  investment  shown  on 
the  investor's  books.  See  generally ,  Accounting 
Principles  Board,  Op.  18  §  19  (1971)  (equity  method 

17 The  Operating  Agreement  specifically  provides  that  “no  .  .  . 
[m]ember  or  [m]anager  shall  be  personally  held  accountable  for 
any  other  debts,  losses,  claims,  judgments  or  any  of  the  liabilities 
of  the  [LLC]  beyond  the  [mjember’s  or  [manager's  capital  contri¬ 
butions  to  the  [LLC].” 

'^The  necessity  for  at  least  one  general  partner  reflects  a  policy 
ft  at  someone  have  personal  liability  See  section  1  of  the  Uniform 
imited  Partnership  Act  However,  this  is  frequently  circumvented 
r  states  where  a  corporation  (with  limited  liability  under  state  cor¬ 
porate  laws)  can  be  the  general  partner 


of  accounting  for  investments  in  common  stock). 
OCC  Interpretive  Letter  No.  692,  supra. 

As  proposed,  the  bank  will  have  a  49  percent  owner¬ 
ship  interest  in  the  LLC,  and  will  be  designated  the 
sole  Corporate  Manager  of  the  LLC.  As  Corporate 
Manager,  the  bank  would  oversee  the  day-to-day 
operations  of  the  LLC.  Control  over  the  LLC  will  be 
vested  with  those  members  holding  at  least  two-thirds 
of  the  voting  interest  in  the  LLC.19  The  bank  believes, 
and  its  independent  auditors  have  opined,  that  the 
equity  method  of  accounting  is  appropriate  in  this 
instance  because,  even  though  the  bank  will  be 
appointed  the  sole  Corporate  Manager,  it  will  not  be 
able  to  control  the  LLC  under  the  terms  of  the 
Operating  Agreement.  Thus,  the  bank’s  loss  from  an 
accounting  perspective  would  be  limited  to  the 
amount  invested  in  the  LLC  as  reflected  on  the  bank’s 
books,  and  the  bank  will  not  have  any  open-ended 
liability  for  the  obligations  of  the  LLC. 

In  addition,  as  noted  above,  Delaware  law  limits 
members’  losses  to  their  capital  investment.  The  bank 
will  not  have  open-ended  liability  for  the  obligations  of 
the  LLC,  so  the  third  standard  is  satisfied. 

4.  The  investment  must  be  convenient  or  useful  to 
the  bank  in  carrying  out  its  business  and  not  a 
mere  passive  investment  unrelated  to  that 
bank’s  banking  business. 

A  national  bank’s  investment  in  an  enterprise  or  entity 
must  also  satisfy  the  requirement  that  the  investment 
have  a  beneficial  connection  to  the  bank’s  business, 
i.e. ,  be  convenient  or  useful  to  the  investing  bank’s 
business  activities,  and  not  constitute  a  mere  passive 
investment  unrelated  to  that  bank’s  banking  business. 
Twelve  USC  24(Seventh)  gives  national  banks  inci¬ 
dental  powers  that  are  “necessary”  to  carry  on  the 
business  of  banking.  “Necessary”  has  been  judicially 
construed  to  mean  “convenient  or  useful.”  See  Arnold 
Tours,  Inc.  v  Camp ,  472  F.2d  427,  432  (1st  Cir.  1972). 
The  provision  in  12  USC  24(Seventh)  relating  to  the 
purchase  of  stock,  derived  from  section  16  of  the 
Glass-Steagall  Act,  was  only  intended  to  make  it 
clear  that  section  16  did  not  authorize  speculative 
investments  in  stock.  See  OCC  Interpretive  Letter  No. 


^As  set  forth  in  the”  Background"  section,  the  Operating 
Agreement  provides  that  managers  will  not  have  the  authority  to:  (i) 
sell  or  otherwise  dispose  of  all  or  substantially  all  of  the  assets  of 
the  LLC:  (ii)  merge  the  LLC  into,  or  with,  any  other  business  entity, 
(in)  grant  a  security  interest  in  any  real  property  of  the  LLC,  or  enter 
into  any  real  property  lease  agreements  on  behalf  of  the  LLC.  (iv) 
borrow  money  from  or  on  behalf  of  the  LLC,  and  (v)  admit  a  person 
as  manager  or  member  of  the  LLC. 
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697  (November  15,  1995),  reprinted  in  [Current]  Fed. 
Banking  L.  Rep.  (CCH)  H  81,012.  Therefore,  a  con¬ 
sistent  thread  running  through  our  precedents  con¬ 
cerning  stock  ownership  is  that  it  must  be  convenient 
or  useful  to  the  bank  in  conducting  that  bank’s  bank¬ 
ing  business.  The  investment  must  benefit  or  facilitate 
that  business  and  cannot  be  a  mere  passive  or  spec¬ 
ulative  investment. 

Participation  in  the  LLC  will  benefit  the  bank  and  its 
electronic  deposit-gathering  business.  The  bank’s  cur¬ 
rent  business  lines  are  focused  on  mortgage  prod¬ 
ucts — an  emphasis  that  would  leave  it  adversely 
exposed  in  an  increasing  interest  rate  environment. 
The  bank’s  recently  revised  strategic  plan  reflects  an 
intention  to  diversify  and  seek  fee  income  from  fiducia¬ 
ry  services  and  deposit  broker  activities.  The  bank’s 
management  and  its  Board  believe  that  the  FCTDs  will 
meet  these  needs  and  will  provide  the  bank  with  a 
needed  extension  of  the  bank’s  product  line. 

In  addition,  the  bank  has  had  success  in  the  elec¬ 
tronic  deposit-gathering  business.  The  bank  currently 
operates  an  interactive  Internet  site  and  approximate¬ 
ly  [  ]  of  the  bank’s  depositors  have  become 

bank  customers  through  interaction  on  the  Internet.  In 
fact,  the  bank,  with  no  retail  branches,  currently  has 
depositors  from  more  than  [  ]  states  and  sever¬ 

al  foreign  countries,  bank  management  and  its  Board 
believe  that  the  offering  of  additional  products  will 
enhance  its  Internet  site,  and  that  the  addition  of  inter¬ 
active  enhancements  will  create  a  “destination” 
Internet  site  that  will  attract  potential  customers.  Thus, 
the  offering  of  the  FCTDs  will  constitute  a  natural 
extension  of  the  bank’s  Internet  business. 

The  bank’s  investment  in  the  LLC  is  not  a  speculative 
or  passive  investment.  The  bank’s  investment  in  the 
LLC  is  related  to  diversifying  its  business  line  pur¬ 
suant  to  its  revised  strategic  plan  and  is  useful  to  it  in 
carrying  out  its  banking  business.  It  will  also  expand 
and  enhance  its  current  delivery  of  services  via  the 
Internet.  Therefore,  the  fourth  standard  is  satisfied. 

IV.  Other  Issues 

A.  Securities  Laws 

The  bank  and  the  LLC  have  represented  that  the 
FCTDs  would  not  constitute  securities  under  the  fed¬ 
eral  securities  laws  and  would  not  create  a  new  secu¬ 
rity  requiring  registration  under  the  Investment 
Company  Act  of  1940.  Whether  the  FCTDs  constitute 
“securities”  within  the  meaning  of  the  federal  securi¬ 
ties  laws  depends  on  whether  the  foreign  issuer  of  the 
FCTD  is  subject  to  a  comprehensive  regulatory  sys¬ 
tem  that  provides  protections  to  customers  compara¬ 


ble  to  those  available  to  customers  of  U.S.  banks.  See 
Marine  Banks/  Weaver ,  455  U.S.  551  (1982);  Wolfs/ 
Banco  National  de  Mexico ,  739  F.2d  1458  (9th  Cir. 
1984);  Caiiejov  Bancomer,  S.A.,  764  F.2d  1101  (5th 
Cir.  1985);  Wests/  Multibanco  Comermex,  S.A.,  807 
F.2d  820  (9th  Cir.  1987).  But  see  Gary  Plastic 
Packaging  v  Merrill  Lynch  Pierce ,  756  F.2d  230  (2d 
Cir.  1985).  The  bank  and  the  LLC  should  satisfy  them¬ 
selves  that,  in  fact,  the  FCTD  complies  with  case  law 
and  regulatory  pronouncements  on  those  questions 
and  precedent.  The  OCC  has  previously  concluded 
that,  under  the  Glass-Steagall  Act,  national  banks 
may  aggregate  their  customers’  deposits  to  purchase 
certificates  of  deposit  from  another  bank.  See  OCC 
Interpretive  Letter  No.  385  (June  19,  1987),  reprinted 
in  [1988-89  Transfer  Binder]  Fed.  Banking  L.  Rep. 
(CCH)  H  85,609. 

B.  Deposit  Broker  Regulation 

The  bank’s  proposal  also  raises  the  issue  of  whether 
the  LLC  would  be  deemed  a  “deposit  broker”  for  pur¬ 
poses  of  the  FDIC  brokered-deposits  regulation.  12 
CFR  337.6.  This  regulation  provides  that  a  party  that 
places  deposits  with  insured  depository  institutions  is 
generally  deemed  to  be  a  “deposit  broker.”  12  CFR 
337.6(a)(5).  A  deposit  broker  must  file  a  notice  with 
the  FDIC  regarding  its  activities  and  must  maintain 
certain  records.  12  CFR  337.6(h).  The  regulation 
defines  an  insured  depository  institution  as  any  bank, 
savings  association,  or  branch  of  a  foreign  bank 
insured  under  the  Federal  Deposit  Insurance  Act.  12 
CFR  337.6(a)(8).  To  the  extent  that  a  certificate  of 
deposit  is  issued  by  a  foreign  office  of  a  foreign  bank 
and  is  only  payable  outside  the  United  States,  the  for¬ 
eign  bank  would  not  meet  the  definition  of  insured 
depository  institution,  and  accordingly,  the  deposit 
broker  regulation  would  not  apply  to  the  LLC. 

C.  Branching 

No  domestic  branching  issues  are  raised  because 
the  LLC’s  sole  office  will  be  located  in  the  same  build¬ 
ing  as  the  bank’s  main  office.20  Moreover,  the  LLC  is 


20|n  any  event,  the  LLC  will  not  receive  deposits  within  the  mean¬ 
ing  of  12  USC  36(j);  rather,  it  will  receive  funds  for  placement  in  a 
non-depository  custodial  account  at  the  bank  for  the  purpose  of  hav¬ 
ing  the  bank  wire  these  funds  for  deposit  into  an  unaffiliated  foreign 
bank.  This  transaction  would  be  more  properly  characterized  as  the 
purchase  of  a  service,  similar  to  a  simple  wire  transfer  transaction, 
rather  than  the  placing  of  a  deposit  with  the  LLC  See  OCC 
Interpretive  Letter  No.  638,  reprinted  in  [1993-94  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCH)  H  83,525  (Jan  6,  1994)  (arrangement  in 
which  banks  provide  information  to  customers  about  certificates  of 
deposits  offered  by  affiliate  banks  does  not  constitute  branching^ 
Moreover,  the  operations  of  an  entity  in  which  a  national  bank  lias  a 
noncontrolling  ,  minority  interest  are  not  ordinarily  attributed  to  the 
bank  for  branching  purposes  See  OCC  Interpretive  Letter  No  711 
reprinted  in  [1995-96  Transfer  Binder]  Fed  Banking  L  Rep  (CCH) 
H  81-026 (Feb  23, 1996) 
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not  a  branch  of  the  foreign  bank  even  though  cus¬ 
tomers'  funds  are  being  accepted  by  the  LLC  and 
deposited  into  the  foreign  bank.  Rather,  the  LLC  is 
merely  acting  as  an  intermediary  agent  and  custodi¬ 
an  for  its  customers  in  processing  these  foreign 
deposits  and  facilitating  the  wire  transfer  of  these 
deposits  between  the  bank  and  the  foreign  bank 
issuer  The  OCC  has  acknowledged  the  permissibili¬ 
ty  of  a  similar  agency/custodian  arrangement  and 
stated  that  the  national  bank  accepting  customer 
funds  was  not  a  branch  of  the  certificate-of-deposit- 
issuing  bank.  OCC  Interpretive  Letter  No.  385,  supra , 
(national  bank  may  offer  participation  interests  in  a 
certificate  of  deposit  purchased  as  agent  on  behalf  of 
a  number  of  the  bank’s  depositors). 

D.  Consumer  Laws 

The  Truth  in  Savings  Act  (TSA)  applies  to  any  adver¬ 
tisement  made  by  any  “depository  institution  or 
deposit  broker  relating  to  any  demand  or  interest- 
bearing  account  offered  by  an  insured  depository 
institution  which  includes  any  reference  to  a  specific 
rate  of  interest.”  12  USC  4302(a).  The  Federal 
Reserve  Board  has  adopted  regulations  implement¬ 
ing  the  TSA  known  as  “Regulation  DD.”  The  applica¬ 
ble  staff  interpretation  provides  that  “[ajccounts  held 
in  an  institution  located  outside  the  United  States  are 
not  covered  [by  Regulation  DD],  even  if  held  by  a 
U.S.  resident.”  12  CFR  230,  Appendix  D,  Supp.  I, 
Section  230.1(c)(1)(1996).  Thus,  the  provisions  of 
Regulation  DD  are  not  applicable  to  FCTDs  or  to  the 
LLC  since  they  are  issued  by  a  foreign  bank  from  an 
office  located  outside  the  United  States  and  are 
payable  only  outside  the  United  States.  The  bank, 
however,  has  represented  that  the  LLC  will  adopt  the 
disclosure  principles  contained  in  Regulation  DD.21 


21  The  LLC  will  be  providing  customers  with  the  following  addi¬ 
tional  information  on  a  continually  updated  basis: 

The  interest  rates  being  offered  in  each  foreign  currency  in 
which  FCTDs  can  be  placed 

(2)  The  term  of  each  FCTD  being  offered. 

Indication  of  the  applicable  exchange  rate. 

A  concise  overview  of  deposit  insurance  and/or  other  regu¬ 
latory  oversight  concerning  the  soundness  of  foreign  depos¬ 
itory  institutions  in  each  country  where  FCTDs  can  be 
placed 

Applicable  withholding  taxes,  if  any,  on  interest  earned  on 
FCTDs 

f6)  A  fee  schedule 

(7)  A  disclosure  statement 

(H)  A  list  of  terms  and  conditions 


E.  Interagency  Statement  on  Retail  Sales  of 
Mondeposit  Investment  Products 

On  February  15,  1994,  the  OCC  and  the  three  other 
federal  bank  regulatory  agencies  issued  the 
Interagency  Statement  on  Retail  Sales  of  Nondeposit 
Investment  Products  (“the  Interagency  Statement”). 
The  Interagency  Statement  is  applicable  to  the 
FCTDs  and,  among  other  things,  it  provides  that 
banks,  thrifts,  and  affiliated  third-party  brokers  should 
ensure  that  retail  customers  are  fully  informed  that 
nondeposit  investment  products:  (i)  are  not  insured 
by  the  FDIC;  (ii)  are  not  deposits  or  other  obligations 
of  the  institution  and  are  not  guaranteed  by  the  insti¬ 
tution;  and  (iii)  are  subject  to  investment  risks,  includ¬ 
ing  possible  loss  of  the  principal  invested. 

The  LLC  will  provide  potential  customers  with  infor¬ 
mation  packages  that  will  disclose  to  customers  the 
risks  of  FCTDs  and  each  customer  will  sign  an 
acknowledgment  that  he  or  she  understands  the  risks 
associated  with  such  an  investment.  These  disclo¬ 
sures  will  explain  that  the  FCTDs:  (i)  are  not  insured 
by  the  FDIC;  (ii)  are  not  deposits  or  other  obligations 
of,  or  guaranteed  by,  the  bank;  (iii)  involve  investment 
risks,  including  possible  loss  of  principal  invested 
(and  that  this  loss  may  result  from  adverse  changes 
in  currency  exchange  rates);  and  (iv)  lack  liquidity 
during  the  term  of  the  deposit.  In  addition,  the  LLC 
must  ensure  that  its  foreign  CD  program  complies 
with  other  provisions  of  the  Interagency  Statement, 
including  advertising,  setting  and  circumstances  of 
sales  activities,  suitability  and  sales  practices,  qualifi¬ 
cations,  training  and  compensation  of  personnel,  and 
compliance  with  applicable  federal  and  state  laws 
and  regulations.22 

V.  Conclusion 

In  sum,  it  is  our  opinion  that  the  bank  is  legally  per¬ 
mitted  to  purchase  a  noncontrolling  minority  interest 
in  the  LLC  in  the  manner  and  as  described  herein, 
provided: 

(1)  the  LLC  will  engage  only  in  activities  that  are 
part  of,  or  incidental  to,  the  business  of  banking; 

(2)  the  bank  will  have  veto  power  over  any  activities 
and  major  decisions  of  the  LLC  that  is  inconsis- 


^As  noted  earlier,  the  bank  plans  to  design  its  Internet  site  so 
that  bank  customers  who  are  interested  in  FCTDs  may.  by  activat¬ 
ing  an  icon  on  the  bank's  site,  be  transferred  to  the  LLC  fnternet 
site  The  OCC  believes  there  are  a  variety  of  possible  ways  to  struc¬ 
ture  the  bank's  Internet  activities  that  would  provide  appropriate 
disclosures  to  the  bank's  customers.  The  OCC  will  review  the  pro¬ 
cedures  that  the  bank  proposes  to  employ  in  order  to  ensure  that 
appropriate  disclosures  are  made 
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tent  with  condition  number  one,  or  will  withdraw 
from  the  LLC  in  the  event  it  engages  in  an  activ¬ 
ity  that  is  inconsistent  with  condition  number  one; 

(3)  the  bank  will  account  for  the  investment  in  the 
LLC  under  the  equity  method  of  accounting;  and 

(4)  the  LLC  will  be  subject  to  OCC  supervision,  reg¬ 
ulation,  and  examination. 

Please  be  advised  that  the  conditions  of  this  approval 
are  deemed  to  be  “conditions  imposed  in  writing  by 
the  agency  in  connection  with  the  granting  of  any 
application  or  other  request”  within  the  meaning  of  12 
USC  1818. 

if  you  have  any  questions,  please  contact  James 
Vivenzio,  Senior  Attorney,  Northeastern  District  at 
(212)  790-4010. 

Julie  L.  Williams 
Chief  Counsel 


779— April  3,  1997 

12  USC  24(7) 

Dear  [  ]: 

This  is  in  response  to  your  letter  requesting  an  opin¬ 
ion  from  the  Office  of  the  Comptroller  of  the  Currency 
that  national  banks  may  acquire  for  their  own  account 
beneficial  interests  in  a  privately  offered  investment 
fund  that  would  invest  in  loans.  We  conclude  that 
national  banks  may  acquire  such  interests  as  securi¬ 
ties,  subject  to  a  5  percent  aggregate  investment  limit 
and  safe  and  sound  banking  practices,  or  as  loan 
participations,  subject  to  the  requirements  of  Banking 
Circular  No.  181  (rev.)  (August  2,  1984)  (“BC-181"). 

Background 

[  ]  proposes  to  establish  a  fund  that  would 

invest  solely  in  loans.  Most  of  the  loans  would  be 
high-yield,  i.e. ,  their  interest  rate  would  reflect  a  large 
spread  above  market  rates  due  to  their  credit  quality. 
[  ],  a  department  within  [  ],  would  man¬ 

age  the  fund.  The  fund  would  have  capitalization  of 
approximately  $630  million  at  its  inception,  of  which 
approximately  $150  million  would  be  provided  by 
national  and  state-chartered  banks,  insurance  com¬ 
panies,  and  other  persons  that  qualify  as  “accredited 
investors”  under  the  federal  securities  laws.  The 
remaining  $480  million  in  capitalization  would  come 
from  the  contribution  of  the  high-yield  loan  portfolio 


currently  managed  by  [  ].  In  addition,  [ 

has  committed  to  participate  in  the  future  in  addition¬ 
al  loans  originated  or  purchased  by  the  fund  ($120 
million).  The  minimum  investment  in  the  fund  would 
be  $16  million.  Because  interests  in  the  fund  would  be 
sold  through  private  placements,  they  would  qualify 
for  an  exemption  from  registration  under  section  4(2) 
of  the  Securities  Act  of  1933,  15  USC  77d(2).  The 
fund  would  not  be  subject  to  registration  under  the 
Investment  Company  Act  of  1940,  as  it  would  have 
100  or  fewer  investors.  See  15  USC  80a-3(c)(1). 

The  fund  would  be  organized  as  a  Delaware  business 
trust.  [  ]  would  be  the  fund’s  managing  co¬ 

trustee  and  a  Delaware-chartered  bank  affiliate  would 
be  the  non-managing  co-trustee.  The  fund’s  govern¬ 
ing  instrument,  the  Business  Trust  Agreement 
(“Agreement”),  would  provide  that,  upon  dissolution 
of  the  fund,  each  beneficial  owner  would  receive  a 
dollar  amount  equal  to  its  pro  rata  interest  in  the 
fund's  net  assets.  The  Agreement  would  further  pro¬ 
vide  that  all  net  cumulative  profits  of  the  fund  be  allo¬ 
cated  to  investors  pro  rata  on  the  basis  of  each 
investor’s  capital  account  until  all  investors  receive  a 
preferential  compounded  annual  return  (equal  to  a 
specified  number  of  basis  points  in  excess  of  the 
London  Interbank  Offered  Rate).  If  there  were  any 
profits  in  addition  to  the  preferential  compounded 
annual  return,  [  ]  would  receive  as  a  “special 

allocation”  20  percent  of  those  excess  profits;  the 
remaining  80  percent  of  any  additional  profits  above 
the  preferential  return  would  be  allocated  among  the 
other  investors  pro  rata  on  the  basis  of  their  capital 
accounts. 

The  Agreement  would  limit  the  fund’s  activities  to  par¬ 
ticipation  in  primary  and  secondary  loan  markets.  The 
Agreement  would  subject  the  fund  to  supervision  and 
examination  by  the  OCC,  the  Board  of  Governors  of 
the  Federal  Reserve  System,  and  relevant  state  bank¬ 
ing  regulators.  Investors  in  the  fund  would  be  shield¬ 
ed  from  personal  liability  for  the  acts  and  obligations 
of  the  fund  since  their  liability  as  owners  of  beneficial 
interests  in  the  fund  would  be  limited  to  the  value  of 
those  interests. 

The  fund’s  portfolio  would  hold  loans  from  a  variety  of 
industries,  including  automotive,  telephone,  manufac¬ 
turing,  and  health  services.  The  fund  would  invest  no 
more  than  10  percent  of  its  portfolio  in  loans  to  any 
one  business  sector.  The  fund  would  conduct  month¬ 
ly  valuations  of  its  loans  at  market  value  using  third- 
party  pricing  sources.  In  the  event  it  is  not  possible  to 
determine  market  value,  the  Investment  Manager 
would  value  loans  at  the  lower  of  cost  or  fair  value 

Banks  investing  in  the  fund  would  receive  information 
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regarding  the  composition,  credit  quality,  and  perfor¬ 
mance  of  the  loans  in  the  fund's  portfolio.  Banks 
would  also  be  able  to  consult  with  [  ]  concern¬ 

ing  the  fund's  investment  decision-making.  This  infor¬ 
mation  would  include  a  list  of  each  loan  held  in  the 
fund  as  of  a  specified  date,  a  summary  of  the  princi¬ 
pal  terms  of  each  loan,  the  loan’s  credit  rating,  and 
information  about  the  fund’s  credit  underwriting  stan¬ 
dards.  On  a  quarterly  basis,  investors  would  receive 
information  about  the  fund’s  performance  and 
changes  in  its  composition. 

Investors  could  liquidate  their  fund  holdings  on  a 
quarterly  basis  and  would  be  required  to  provide  at 
least  30  days  prior  notice  of  any  redemption. 
Redemptions  would  be  paid  in  an  amount  based  on 
the  market  value  of  the  fund’s  portfolio  as  of  the 
redemption  date.  During  the  first  18  months  of  the 
fund’s  operations,  quarterly  redemptions  would  be 
subject  to  a  “withdrawal  fee.”  The  amount  of  this  fee 
would  decrease  over  time.  The  organizers  of  the  fund 
have  not  yet  established  firm  withdrawal  fees  but  you 
state  that  the  fee  may  be  equal  to  3  percent  of  the 
amount  of  the  redemption  during  the  first  six-month 
period,  2  percent  during  the  second  six-month  peri¬ 
od,  and  1  percent  during  the  third  such  period. 
Investors  also  would  have  the  option  of  selling  their 
interests  to  outside  parties,  subject  to  the  consent  of 
the  managing  trustee. 

Discussion 

National  Bank  Authority  to  Purchase  Investment 
Securities 

National  banks  may  purchase  investment  securities 
subject  to  the  limits  of  12  USC  24(Seventh)  and  12 
CFR  1.  The  OCC  defines  “investment  security”  as  a 
“marketable  debt  obligation  that  is  not  predominantly 
speculative  in  nature.”  12  CFR  1 .2(e).  A  security  is  not 
“predominantly  speculative  in  nature  if  it  is  rated 
investment  grade.”  When  a  security  is  not  rated,  it 
must  be  the  credit  equivalent  of  one  that  is  rated 
investment  grade.  Id.  The  term  “marketable”  is 
defined  to  include  a  security  that  “[c]an  be  sold  with 
reasonable  promptness  at  a  price  that  corresponds 
reasonably  to  its  fair  value.”  12  CFR  1.2(f)(4).  The 
OCC,  however,  also  states  in  its  regulations  that, 
notwithstanding  the  definitions  of  “investment  securi¬ 
ty"  and  “investment  grade,”  "a  national  bank  may 
treat  a  debt  security  as  an  investment  security  for  pur¬ 
poses  of  [Part  1]  if  the  bank  concludes,  on  the  basis 
of  estimates  that  the  bank  reasonably  believes  are 
reliable,  that  the  obligor  will  be  able  to  satisfy  its  oblig¬ 
ations  under  that  security,  and  the  bank  believes  that 
the  security  may  be  sold  with  reasonable  promptness 
at  a  price  that  corresponds  reasonably  to  its  fair 
value  12  CFR  1  3(l)(1)  Such  securities  are  subject 


to  a  5  percent  aggregate  investment  limit.  Id.  at 
1 ,3(l)(2).  Banks  purchasing  securities  permitted 
under  Part  1  must  adhere  to  safe  and  sound  banking 
practices  and  consider,  as  appropriate,  interest  rate, 
credit,  liquidity,  price,  foreign  exchange,  transaction, 
compliance,  strategic,  and  reputation  risk.  See  12 
CFR  1.5(a). 

The  OCC  permits  national  banks  to  purchase  for  their 
own  accounts  investment  company  shares,  provided 
that  the  investment  company’s  portfolio  consists 
exclusively  of  assets  that  a  national  bank  could  pur¬ 
chase  directly.  12  CFR  1 .3(h)(1).  The  OCC  additional¬ 
ly  may  permit  a  national  bank  to  invest  in  an  entity  that 
is  exempt  from  registration  as  an  investment  compa¬ 
ny,  provided  that  the  portfolio  of  the  company  con¬ 
sists  exclusively  of  assets  that  a  national  bank  may 
purchase  and  sell  for  its  own  account.  12  CFR 
1.3(h)(2).  The  OCC  has  permitted  national  banks  to 
invest  in  limited  partnerships  and  unregistered  invest¬ 
ment  companies.  See  OCC  Interpretive  Letter  No. 
687  (Sept.  5,  1995),  reprinted  in  [1995-96  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  81-002;  OCC 
Interpretive  Letter  No.  617  (March  4,  1993),  reprinted 
in  [1992-93  Transfer  Binder]  Fed.  Banking  L.  Rep. 
(CCH)  U  83,457;  OCC  Interpretive  Letter  No.  435 
(June  30,  1988),  reprinted  in  [1988-89  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  85,659. 

A  crucial  factor  in  the  OCC’s  regulations  on  invest¬ 
ment  in  investment  company  shares  and  in  its  prior 
interpretations  is  whether  the  investment  company’s 
underlying  assets  consist  of  bank-eligible  invest¬ 
ments.  Among  the  activities  that  make  up  the  busi¬ 
ness  of  banking  are  the  discounting  and  negotiating 
of  promissory  notes,  drafts,  bills  of  exchange,  and 
other  evidences  of  debt,  loaning  money  on  personal 
security,  and  obtaining,  issuing,  and  circulating 
notes.  See  12  USC  24(Seventh).  Those  powers  are 
merely  illustrative,  however,  and  the  list  of  bank  pow¬ 
ers  contained  in  section  24(Seventh)  does  not  consti¬ 
tute  the  full  scope  of  the  “business  of  banking".  See 
Nations  Bank  v  Variable  Annuity  Life  Insurance 

Company,  513  U.S.  251, _ ,  115  S.  Ct.  810, _ , 

130  L.  Ed.  2d  740,  749  (1995).  National  banking  law 
limits  the  amount  of  total  loans  and  extensions  of 
credit  by  a  national  bank  to  a  person  that  are  not 
secured  by  certain  specified  collateral  to  15  percent 
of  the  bank’s  capital  and  surplus.  12  USC  84. 

The  OCC  has  issued  guidance  on  national  bank  pur¬ 
chases  of  “junk  bonds."  See  Banking  Bulletin  85-12 
(May  31 ,  1985).  The  OCC  defines  a  "junk  bond"  as  "a 
speculative  security  with  limited  marketability  char¬ 
acteristics."  Id.  Generally,  the  OCC  has  barred  pur¬ 
chases  of  junk  bonds,  stating  that  ”[c]orporate  debt 
securities  used  to  finance  corporate  takeovers  are 
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generally  considered  to  be  predominantly  speculative 
with  limited  marketability.”  Id.  The  OCC  has,  however, 
approved  national  bank  purchases  of  sub-investment 
grade  bonds  in  several  contexts.  See,  e.g.,  OCC 
Interpretive  Letter  No.  703  (January  25,  1996), 
reprinted  in  [1995-96  Transfer  Binder]  Fed.  Banking 
L.  Rep.  (CCH)  H  81-018  (purchase  of  unrated  munic¬ 
ipal  revenue  bonds  to  finance  community  develop¬ 
ment  housing  projects);  OCC  Interpretive  Letter  No. 
506  (Oct.  31,  1989),  reprinted  in  [1990-91  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,204  (pur¬ 
chase  of  bonds  as  part  of  developing  country  debt 
restructuring  program);  OCC  Interpretive  Letter  No. 
470  (Feb.  1,  1989),  reprinted  in  [1988-89  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  85,694  (pur¬ 
chase  of  Brazilian  Investment  Bonds  as  part  of  devel¬ 
oping  country  debt  restructuring  program). 

National  Bank  Authority  to  Purchase  Loan 
Participations 

The  OCC  has  issued  extensive  guidance  on  national 
bank  purchases  of  loans  and  loan  participations.  See 
BC-181.  The  OCC  requires  banks  to  implement  “sat¬ 
isfactory  controls”  over  loan  participations,  including: 

(1)  written  lending  policies  and  procedures  govern¬ 
ing  those  transactions; 

(2)  an  independent  analysis  of  credit  quality  by  the 
purchasing  bank; 

(3)  agreement  by  the  obligor  to  make  full  credit 
information  available  to  the  selling  bank; 

(4)  agreement  by  the  selling  bank  to  provide  avail¬ 
able  information  on  the  obligor  to  the  purchaser; 
and 

(5)  written  documentation  of  recourse  arrange¬ 
ments  outlining  the  rights  and  obligations  of 
each  party. 

Id.  at  2.  BC-181  notes  that,  “[t]o  make  a  prudent 
credit  decision,  a  purchaser  conducts  an  indepen¬ 
dent  credit  analysis  to  satisfy  itself  that  a  loan,  loan 
participation,  or  loan  portfolio  is  a  credit  which  it 
would  make  directly.  The  nature  and  extent  of  the 
independent  analysis  is  a  function  of  the  type  of  trans¬ 
action  at  issue  and  the  purchaser’s  lending  policies 
and  procedures.”  Id.  at  3.  BC-181  also  states  that 
“[t]he  acceptance  by  a  purchaser  of  a  favorable 
analysis  of  a  loan  issued  by  the  seller,  a  credit  rating 
institution,  or  another  entity  does  not  satisfy  the  need 
to  conduct  an  independent  credit  analysis.  A  prudent 
purchaser  may,  however,  consider  such  analysis 
obtained  from  the  seller  and  other  sources  as  factors 
when  independently  assessing  a  loan.”  Id. 


Purchases  of  Interests  in  the  Fund 

National  banks  may  purchase  interests  in  the  fund  as 
securities,  subject  to  a  5  percent  aggregate  invest¬ 
ment  limit,  or  as  loan  participations.  Part  1  provides 
for  national  bank  investments  in  unregistered  invest¬ 
ment  companies  so  long  as  the  underlying  instru¬ 
ments  in  the  portfolio  are  permissible  investments  for 
national  banks.  Part  1  does  not  require  that  the  under¬ 
lying  assets  of  investment  companies  be  limited  to 
instruments  labeled  “securities.”  12  CFR  1.3(h);  OCC 
Interpretive  Letter  No.  687,  supra.  Making  loans  is 
part  of  the  business  of  banking,  and  national  banks 
may  hold  shares  of  investment  companies  that  invest 
in  loans.  See  12  USC  24(Seventh). 

Part  1  requires  that  an  investment  security  be  rated 
investment  grade  or  the  credit  equivalent  thereof.  12 
CFR  1.2(e).  Interests  in  the  fund  would  not  qualify 
under  Part  1  as  “investment  securities”  if  the  credit 
quality  of  a  portfolio  consisting  of  high-yield  loans 
were  below  investment  grade.  Even  if  interests  in  the 
fund  do  not  qualify  as  “investment  securities,”  howev¬ 
er,  national  banks  may  purchase  limited  quantities  of 
interests  in  the  fund  if  they  are  able  to  conclude: 

(1)  that  the  obligor  could  satisfy  its  obligations 
under  the  security  (based  on  “reliable  esti¬ 
mates”);  and 

(2)  that  the  security  could  be  sold  with  reasonable 
promptness  at  a  price  that  corresponds  reason¬ 
ably  to  its  fair  value. 

See  1 2  CFR  1 .3(1).  Under  that  standard,  the  OCC  pre¬ 
viously  has  permitted  national  banks  to  hold  bonds  to 
finance  community  development  projects  whose 
standards  did  not  meet  the  credit  quality  require¬ 
ments  for  investment  securities.  See  OCC  Interpretive 
Letter  No.  703,  supra.  The  OCC  concluded  that 
national  banks  could  purchase  those  instruments  in 
an  aggregate  amount  up  to  5  percent  of  their  capital 
and  surplus. 

In  the  instant  situation,  national  banks  would  need  to 
demonstrate  that,  due  to  the  fund’s  diversification 
and  its  investment  standards,  the  fund  would  per¬ 
form  in  a  manner  consistent  with  the  reliable  esti¬ 
mates  standard.  That  determination  would  require  an 
analysis  of  the  performance  of  the  fund’s  loans.  The 
fund’s  diversification  should  help  ensure  its  overall 
performance.  Investors  in  the  fund  also  should  be 
able  to  sell  their  holdings  with  “reasonable  prompt¬ 
ness”  at  a  "price  that  corresponds  reasonably"  to 
their  fair  value  since  redemptions  could  be  made 
quarterly  based  on  the  interests’  market  value  at  the 
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time  of  redemption.  Moreover,  investors  would  be  able 
to  sell  their  interests  to  third  parties,  with  the  consent  of 
the  managing  trustee,  at  any  time.  National  banks  also 
would  need  to  consider  risk  factors  enumerated  in  Part 
1,  such  as  liquidity  risk,  credit  risk,  compliance  risk, 
and  reputation  risk,  and  satisfy  themselves  that  they 
can  manage  such  risks  and  that  the  investment  is 
appropriate  for  them.  See  12  CFR  1.5(a),  supra. 

In  addition  to  purchasing  interests  in  the  fund  as 
securities  under  Part  1,  national  banks  also  may  pur¬ 
chase  such  interests  as  loans  or  loan  participations. 
See  OCC  Interpretive  Letter  No.  506,  supra.  In  order 
to  rely  on  this  authority,  national  banks  would  need  to 
have  sufficient  information  available  to  them  to  make 
the  independent  credit  analysis  required  by  BC-181. 
The  nature  and  extent  of  the  required  independent 
credit  analysis  is  a  function  of  the  particular  transac¬ 
tion.  Id.  at  3.  Banks  investing  in  the  fund  would 
receive  data  from  [  ]  on  the  fund’s  underwriting 

standards,  and  the  principal  terms,  credit  quality,  and 
performance  of  loans  in  the  fund’s  portfolio.  Banks 
would  also  be  able  to  consult  with  [  ]  on  a  con¬ 

tinuous  basis  to  evaluate  the  fund’s  investment 
strategy  and  obtain  information  on  the  fund’s  perfor¬ 
mance  and  composition.  Rather  than  a  full  credit 
analysis  of  every  underlying  investment,  national 
banks  should  be  able  to  satisfy  the  requirements  of 
BC-181  through  an  independent  analysis  of  the  per¬ 
formance  information  provided  by  the  fund  and  then 
by  a  quarterly  review  of  the  loans’  performance  data 
and  credit  ratings. 

Conclusion 

National  banks  may  purchase  interests  in  the  fund 
either  as  securities  under  the  “reliable  estimates” 
standard  of  Part  1,  subject  to  a  5  percent  aggregate 
investment  limit,  or  as  loan  participations,  subject  to  a 
15  percent  limit.  Investments  made  under  Part  1  are 
subject  to  the  prudential  considerations  set  forth  in 
the  rule.  National  banks  contemplating  investment  in 
the  fund  through  the  purchase  of  interests  as  loan 
participations  should  undertake  an  independent 
credit  analysis  as  discussed  above  and  evaluate 
whether  the  fund’s  investment  strategy  and  portfolio 
are  consistent  with  their  credit  underwriting  stan¬ 
dards.  If  you  have  any  questions,  please  do  not  hesi¬ 
tate  to  contact  me  at  (202)  874-5210. 

Lee  Walzer 
Senior  Attorney 

Securities  and  Corporate  Practices  Division 

Banking  Bulletin  85-12  does  not  apply  to  this  analysis  as  it 
addresses  unk  bonds  issued  to  finance  corporate  take-overs.  The 
r  igf  -y  eld  loar m  the  fund  do  not  appear  to  be  used  for  those  pur¬ 
poses  and  therefore  would  not  fall  within  the  scope  of  that  bulletin 


780— May  5,  1997 

[Note:  This  OCC  Interpretive  Letter  was  released  jointly  by  the 
Office  of  the  Comptroller  of  the  Currency,  the  Federal  Deposit 
Insurance  Corporation,  the  Federal  Reserve  Board,  and  the  Office 
of  Thrift  Supervision.] 

12  USC  2901 

Dear  [  ] 

This  letter  responds  to  your  correspondence  regard¬ 
ing  consideration  under  the  Community  Reinvestment 
Act  (CRA)  regulations  of  investments  by  financial 
institutions  in  securities  of  a  community  reinvestment 
trust  (trust).  The  trust  ultimately  provides  funds  for 
nonprofit  organizations  to  acquire  affordable  multi¬ 
family  housing  properties,  senior  congregate  care 
and  housing  facilities,  and  educational  facilities.  As 
you  know,  the  CRA  regulations  establish  the  frame¬ 
work  and  criteria  by  which  the  four  bank  and  thrift  reg¬ 
ulatory  agencies  (agencies)  assess  an  institution's 
record  of  helping  to  meet  the  credit  needs  of  its  com¬ 
munity.  The  agencies  have  promulgated  substantive¬ 
ly  identical  CRA  regulations.1  Therefore,  staff  from  all 
of  the  agencies  (staff)  have  considered  the  issues 
you  raise  and  concur  with  the  opinions  expressed  in 
this  letter. 

As  explained  in  your  letter  and  subsequent  telephone 
conversations  with  Yvonne  Mclntire  of  my  staff,  you 
are  seeking  to  have  financial  institutions  purchase 
from  the  trust  securities  that  are  secured  by  non¬ 
investment-grade  tax-exempt  bonds  (bonds).  The 
proceeds  of  the  bond  issues  will  be  used  to  allow 
nonprofit,  and  in  some  cases  for-profit,  organizations 
to  acquire  affordable  housing  projects,  senior  con¬ 
gregate  care,  and  educational  facilities.  You  state  that 
although  the  trust  would  invest  in  bonds  issued  by 
state  and  local  authorities  (including  housing  authori¬ 
ties)  throughout  the  country,  funds  provided  by  a  par¬ 
ticular  institution  would  be  invested  in  bond  issues  the 
proceeds  of  which  are  used  to  acquire  properties  in 
the  institution’s  assessment  area.  In  addition,  you 
state  that  housing  projects  for  which  the  proceeds  of 
the  bonds  will  be  used  will  be  maintained  and  oper¬ 
ated  as  “projects]  for  residential  rental  property,” 
within  the  meaning  of  Sections  142(d)  and  145  of  the 
Internal  Revenue  Code. 

You  have  asked: 

(1)  whether  an  institution  that  invests  in  the  trust  will 


1 12  CFR  25,  228.  345.  and  563e 
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be  considered  to  have  invested  within  its 
assessment  area  for  purposes  of  the  CRA  regu¬ 
lations; 

(2)  whether  an  institution’s  investment  in  the  trust 
would  qualify  for  favorable  consideration  under 
the  CRA  regulations’  investment  test;  and 

(3)  whether  the  trust’s  bond  investments  could  be 
treated  as  the  functional  equivalent  of  making 
loans,  thereby  allowing  the  institution’s  invest¬ 
ment  to  qualify  for  consideration  under  the  CRA 
regulations’  lending  test. 

For  the  reasons  stated  below,  we  conclude  that: 

(1)  an  institution  investing  in  the  trust  will  be  con¬ 
sidered  to  have  invested  within  its  assessment 
area  for  purposes  of  the  CRA  regulations; 

(2)  an  institution  may  receive  favorable  treatment 
for  funds  invested  in  the  trust  under  the  invest¬ 
ment  test  if  : 

(a)  the  projects  in  which  the  proceeds  of  the 
bonds  are  invested  either  are  eligible  for 
low-income  housing  tax  credits  or  are 
qualified  residential  rental  projects  for  pur¬ 
poses  of  26  USC  142  and  145;  or 

(b)  the  primary  purpose  of  the  bonds  is  to  pro¬ 
vide  affordable  housing,  senior  congre¬ 
gate  care,  or  educational  services  to  low- 
and  moderate-income  individuals;  and 

(3)  the  purchase  of  trust  securities  would  not  be  eli¬ 
gible  for  consideration  under  the  lending  test. 

Assessment  Area 

With  respect  to  your  first  question,2  you  state  that 
funds  provided  by  a  particular  institution  would  be 
earmarked  for  projects  located  in  the  institution’s 
assessment  area.  Pursuant  to  the  CRA  regulations,  a 
qualified  investment  must  benefit  an  institution’s 
assessment  area  or  a  broader  statewide  or  regional 
area  that  includes  the  institution’s  assessment  area(s) 
to  receive  favorable  consideration  under  the  CRA 
regulations.3  Because  the  funds  an  institution  invests 


^Your  questions  focus  on  whether  an  institution’s  investments  in 
the  trust  will  receive  favorable  consideration  under  the  investment 
and  lending  tests.  These  tests  are  applicable  primarily  to  large 
retail  institutions.  Our  response,  therefore,  only  addresses  consid¬ 
eration  under  the  assessment  criteria  applicable  to  large  retail  insti¬ 
tutions. 

312  CFR  25.23(a),  228.23(a),  345.23(a),  and  563e. 23(a);  see  also 
Interagency  Staff  CRA  Opinion  Letter  from  Matthew  Roberts  dated 
April  2,  1996  (designated  as  OCC  Interpretive  Letter  No.  715) 
(attachment  1)  [attachment  omitted]. 


in  the  trust  will  be  earmarked  for  projects  located  in 
the  institution’s  assessment  area(s),  the  investment 
would  be  considered  to  be  within  its  assessment 
area(s)  for  purposes  of  the  CRA  regulations. 

Qualified  Investments 

With  respect  to  your  second  question,  you  state  that 
funds  invested  by  financial  institutions  in  the  trust  ulti¬ 
mately  would  be  used  to  acquire  properties  for  afford¬ 
able  housing  projects,  senior  congregate  care  facili¬ 
ties,  and  educational  facilities. 

A.  Bonds  for  Affordable  Housing  Projects 

Generally,  qualified  investments  are  defined  as  lawful 
investments,  deposits,  membership  shares,  or  grants 
that  have  as  their  primary  purpose  community  devel¬ 
opment.4  Pursuant  to  the  Interagency  Questions  and 
Answers  Regarding  Community  Reinvestment  (Qs 
and  As),  the  term  “qualified  investment”  includes  pro¬ 
jects  eligible  for  low-income  housing  tax  credits.5 
Consequently,  investments  by  the  trust  in  bonds  for 
affordable  housing  projects  that  are  eligible  for  low- 
income  housing  tax  credits  would  receive  favorable 
treatment  under  the  CRA  regulations. 

However,  you  have  stated  that  the  majority  of  the 
properties  in  which  the  proceeds  of  the  bonds  will  be 
invested  will  be  owned  by  nonprofit  organizations  that 
will  not  pursue  low-income  housing  tax  credits. 
According  to  the  Qs  and  As,  the  term  “qualified 
investment”  also  includes  an  investment  in  “state  and 
municipal  obligations,  such  as  revenue  bonds,  that 
specifically  support  affordable  housing  or  other  com¬ 
munity  development.”  The  Qs  and  As  do  not  describe 
what  is  meant  by  the  phrase  “support  affordable 
housing.”  You  state  that  the  housing  projects  for 
which  the  proceeds  of  the  bonds  will  be  used  will  be 
“maintained  and  operated  as  ‘projects]  for  residen¬ 
tial  rental  property,’  within  the  meaning  of  Sections 
142(d)  and  145  of  the  [Internal  Revenue]  Code.”b  We 
note  that  the  requirements  regarding  occupancy  set 
forth  in  sections  142(d)  and  145  are  the  same  as 


412  CFR  25. 1 2(s);  228.12(s);  345.12(s);  and  563e  12(r). 

5 See  61  Fed.  Reg.  54647,  54653,  Q/A  4  addressing  §  § 
_ .  12(s)  &  563. 1 2(r). 

^Sections  142  and  145  describe  certain  types  of  bonds  the  inter¬ 
est  upon  which  is  exempt  from  federal  taxation  26  USC  142(d)  and 
145(d).  Among  the  bonds  described  in  sections  142  and  145  are 
bonds  for  "qualified  residential  rental  projects"  and  "qualified  [26 
USC]  501(c)(3)  bonds."  Id.  Qualified  501(c)(3)  bonds  that  are  not 
bonds  for  qualified  residential  rental  projects  are  not  required  to 
meet  occupancy  requirements  based  on  income  Those  qualified 
501(c)(3)  bonds  would  be  required  to  meet  the  definition  of  com¬ 
munity  development  in  the  CRA  regulation  in  order  to  be  consid¬ 
ered  favorably  under  CRA.  See  discussion  in  sections  B  and  C. 
Infra. 
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those  for  low-income  housing  tax  credits  (i  e. ,  either 
20  percent  or  more  of  the  units  must  be  set  aside  for 
individuals  whose  income  is  50  percent  or  less  of  the 
area  median  income  or  40  percent  or  more  of  the 
units  must  be  set  aside  for  individuals  whose  income 
is  60  percent  or  less  of  the  area  median  income).7 
Therefore,  the  staff  hereby  concludes  that  investment 
bonds  for  qualified  residential  rental  projects  pur¬ 
suant  to  26  USC  142  and  145  are  qualified  invest¬ 
ments  for  purposes  of  the  CRA  regulation. 
Consequently,  institutions  will  receive  favorable  con¬ 
sideration  for  investments  in  the  trust  to  purchase 
bonds  issued  for  affordable  housing  if  the  bonds  are 
for  qualified  residential  rental  projects. 

B.  Bonds  for  Senior  Congregate  Care  and  Housing 
Facilities 

As  stated  earlier,  qualified  investments  must  have  as 
their  primary  purpose  community  development. 
Community  development  includes,  among  other 
things:  (1)  affordable  housing  for  low-  and  moderate- 
income  individuals;  and  (2)  community  services  tar¬ 
geted  to  low-  and  moderate-income  individuals.9 

Low  income  means  “an  individual  income  that  is  less 
than  50  percent  of  the  area  median  income,  or  a 
median  family  income  that  is  less  than  50  percent,  in 
the  case  of  a  geography.”10  Moderate  income  means 
“an  individual  income  that  is  at  least  50  percent  and 
less  than  80  percent  of  the  area  median  income,  or  a 
median  family  income  that  is  at  least  50  and  less  than 
80  percent,  in  the  case  of  a  geography.”11 

Senior  and  congregate  care  facilities  serve  elderly 
persons  of  all  income  levels.  You  state  that  the  bonds 
in  which  the  trust  will  invest  also  will  be  used  “to  pre¬ 
serve  the  stock  of  existing  congregate  care  and  hous¬ 
ing  facilities  whose  occupants  are  elderly  people.” 
However,  you  could  not  determine  what,  if  any,  per- 


726  USC  38  and  42(g). 

8Semor  housing  facilities  that  are  qualified  residential  rental  pro¬ 
jects  would  receive  favorable  consideration  under  the  CRA  regula¬ 
tions  as  noted  above  in  the  discussion  on  affordable  housing.  This 
section  pertains  only  to  congregate  care  and  senior  housing  facili¬ 
ties  that  are  not  qualified  residential  rental  property. 

912  CFR  25  12(h)(2);  223.12(h)(2);  345.12(h)(2),  and 

563e  12(g)(2)  Community  services  include  health  services.  See 
mteragency  Staff  CRA  Opinion  Letter  from  Matthew  Roberts  dated 
January  31  1996  (designated  as  OCC  Interpretive  Letter  No.  701) 
'attachment  2)  [See  also  letter  from  Matthew  Roberts  dated  June 
29  1995  (designated  as  OCC  Interpretive  Letter  No  672)  (attach¬ 
ment  3)  ]  [Attachments  omitted] 

1012  CFR  25  12(n)(  1 ),  228  12(n)(1),  345  12(n)(1 ).  and 

563e  12(m)(1) 

11 12  CFR  25  12(n)(2).  228  12(n)(2),  345  12(n)(2),  and 

563e  12(m)(2) 


centage  of  the  units  would  be  for  low-  and  moderate- 
income  individuals.  Investments  in  the  trust  for  the 
purchase  of  bonds  to  provide  senior  congregate  care 
and  housing  facilities  will  receive  favorable  consider¬ 
ation  under  the  CRA  regulations  only  if  those  facilities 
will  provide  affordable  housing  or  community  services 
to  low-  or  moderate-income  elderly  persons. 
Consequently,  the  trust  should  determine  the  income 
levels  of  the  individuals  to  be  served  by  the  congre¬ 
gate  care  and  housing  facilities  financed  by  the 
bonds  to  determine  whether  the  bonds  purchased  by 
the  trust  would  meet  the  CRA  definition  of  community 
development. 

C.  Treatment  of  Investments  in  Bonds  for 
Educational  Facilities 

Community  development  also  includes  educational 
services  targeted  to  low-  and  moderate-income  indi¬ 
viduals.12  The  staff  have  determined  that  investments 
in  entities  that  provide  educational  services  that 
enable  low-  and  moderate-income  individuals  to  con¬ 
tinue  to  work  or  to  attend  school  to  enhance  their 
employment  opportunities  constitute  qualified  invest¬ 
ments.13  You  state  that  the  bonds  in  which  the  trust  will 
invest  also  will  be  used  for  educational  facilities. 
However,  you  do  not  indicate  whether  or  to  what  extent 
the  facilities  will  be  used  to  provide  such  services  to 
low-  or  moderate-income  individuals.  Nor  do  the  pro¬ 
visions  of  the  Internal  Revenue  Code  governing 
issuance  of  bonds  for  this  purpose  require  that  the 
educational  facilities  serve  low-  and  moderate-income 
individuals.  Institutions  that  invest  in  the  trust  will 
receive  favorable  treatment  under  the  CRA  regulations 
for  investments  in  bonds  for  educational  facilities  if,  for 
example,  the  primary  purpose  of  the  facilities  is  to 
enable  low-  and  moderate-income  individuals  to  con¬ 
tinue  to  work  or  to  attend  school  to  enhance  their 
employment  qualifications. 

The  Lending  Test 

With  regard  your  third  question,  you  state  that  finan¬ 
cial  institutions  would  purchase  securities  from  the 
trust  that  are  secured  by  the  bonds.  In  your  letter,  you 
appear  to  be  suggesting  that  the  financial  institutions 
would  be  investing  in  an  entity  that,  through  third- 
party  bond  financing,  indirectly  makes  available  loans 
for  affordable  housing  and  senior  congregate  care 
and  housing  facilities  and,  thus,  should  be  entitled  to 


12Qs  and  As,  61  Fed.  Reg.  54647,  54650.  Q/A  1.  addressing  § 
_ 12(h)  and  563e.  12(g). 

13See  Interagency  Staff  CRA  Opinion  Letter  from  Michael  S 
Bylsma  dated  March  14,  1997  (designated  as  OCC  Interpretive 
Letter  No  773)  (attachment  4)  [attachment  omittedj 
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claim  a  share  of  those  loans  proportionate  to  their 
investment. 

Pursuant  to  the  CRA  regulations,  a  large  retail  institu¬ 
tion  is  evaluated,  in  part,  on  the  basis  of  its  record  of 
helping  to  meet  the  credit  needs  of  its  assessment 
area(s)  through  its  lending  activities.14  Under  the  lend¬ 
ing  test,  community  development  loans  originated  by 
a  third  party  in  which  an  institution  has  invested  will  be 
considered  as  loans  made  by  the  institution,  at  the 
institution’s  option,  subject  to  certain  limitations.15 
Generally,  the  staff  consider  an  institution  to  have 
“invested”  in  a  third  party  within  the  meaning  of  this 
provision  when  the  institution  has  made  an  equity  or 
equity-like  investment  in  the  third  party.16  The  staff 
have  concluded  that  securities  backed  by  loans,  such 
as  mortgage-backed  securities  or  similar  products, 
are  not  equity  or  equity-like  investments  in  the  third 
party  that  originates  the  loans.  The  securities  in  the 
trust,  in  this  instance,  are  asset-backed  securities — 
similar  to  mortgage-backed  securities.  Consequently, 
an  institution  that  purchases  these  securities  has  not 
made  an  equity  (or  equity-like)  investment  in  the  trust 
entity  and,  therefore,  would  not  receive  favorable  con¬ 
sideration  under  the  lending  test  for  community  devel¬ 
opment  loans,  if  any,  that  are  originated  or  purchased 
by  the  trust. 

I  trust  that  this  letter  has  been  responsive  to  your 
inquiry.  If  you  have  any  further  questions  concerning 
this  matter,  please  feel  free  to  contact  me  or  Yvonne 
Mclntire  of  my  staff  at  (202)  874-5750. 

Michael  Bylsma 
Director 

Community  and  Consumer  Law  Division 

[Note:  Attachments  1,  2,  3,  4,  and  5  (OCC  Interpretive  Letters  No. 
715,  701 , 672,  773,  and  727,  respectively)  may  be  found  in  the  fol¬ 
lowing  Quarterly  Journal  volumes  and  numbers: 

Attachment  1  (715):  Vol.  15,  No.  3 
Attachment  2  (701):  Vol.  15,  No.  2 
Attachment  3  (672):  Vol.  14,  No.  4 
Attachment  4  (773):  Vol.  16,  No.  2 
Attachment  5  (727):  Vol.  15,  No.  4 
Numbers  773  (March  1997)  and  727  (July  1996)  may  also  be  found 
on  the  World  Wide  Web  at  http://occ.treas.gov/interp/monthly.htm 
by  month  and  year  first  published  in  the  OCC’s  monthly  periodical 
Interpretations  and  Actions .] 


1412  CFR  25.22(a),  228.22(a),  345.22(a),  and  563e. 22(a). 

1512  CFR  25.22(d),  228.22(d),  345.22(d),  and  563e. 22(d). 

16Qs  and  As,  61  Fed.  Reg.  at  54657,  Q/A  1,  addressing  § 

_ .22(d);  see  also  Interagency  Staff  CRA  Opinion  Letter  from 

Matthew  Roberts  dated  June  27,  1996  (designated  as  OCC 
Interpretive  Letter  No.  727)  (attachment  5)  [attachment  omitted]. 


781— April  9,  1997 

12  USC  24(7)88 
12  USC  24(7)92 

Re:  [  ]  (Bank) 

Dear  [  ]: 

This  is  in  response  to  your  letter  requesting  approval 
for  the  bank  to  purchase  and  hold  for  its  own  account 
money  market  preferred  stock  (MMPS).  For  the  rea¬ 
sons  described  below,  we  conclude  that  national 
banks  may  purchase  MMPS  as  Type  III  investment 
securities  provided  it  is  “marketable”  and  “not  pre¬ 
dominantly  speculative  in  nature”  as  required  under 
OCC  regulations  defining  investment  securities.  The 
bank’s  purchases  of  MMPS  also  must  comply  with  all 
applicable  statutes  and  regulations,  including  the  lim¬ 
itations  on  a  national  bank’s  purchase  of  investment 
securities  set  forth  in  12  USC  24(Seventh)  and  12 
CFR  1. 

Background 

MMPS  owners  enjoy  only  a  nominal  ownership  inter¬ 
est  in  the  issuing  corporation,  and  possess  few  rights 
traditionally  associated  with  stock  ownership.  MMPS 
generally  provides  voting  rights  only  when  dividends 
are  in  arrears  for  a  minimum  of  180  days.  MMPS  hold¬ 
ers  do  not  share  in  the  appreciation  or  the  profits  of 
the  issuer,  but  instead  are  entitled  to  dividends  deter¬ 
mined  by  a  formula  established  under  the  prospec¬ 
tus,  and  principal  at  redemption.  The  dividend  yield 
floats  between  set  minimum  and  maximum  rates, 
based  primarily  on  prevailing  market  interest  rates 
and,  to  a  lesser  extent,  changes  in  the  credit  stand¬ 
ing  of  the  issuer.1  MMPS  generally  does  not  have  a 
set  maturity  date,  although  the  return  is  reset  every  49 
days.  The  issuer  generally  may  redeem  MMPS  at  par. 


^Corporations  often  prefer  holding  MMPS  over  traditional  forms 
of  debt  securities  because  70  percent  of  dividends,  but  not  inter¬ 
est,  corporations  receive  on  securities  held  for  46  days  or  more  are 
not  subject  to  tax.  26  USC  243  and  246  Remarketing  agents  gen¬ 
erally  sell  and  reset  the  rate  on  MMPS  through  dutch  auctions  held 
every  49  days  to  satisfy  the  46-day  minimum  hold  requirement 
The  auction  agent  uses  the  auction  results  to  reset  the  dividend 
yield  for  the  next  period,  much  like  a  variable  interest  rate  The 
reset  yield  for  an  entire  issue  generally  will  be  the  highest  dividend 
rate  bid  at  the  auction.  If  all  holders  choose  to  hold,  the  agent  will 
reset  the  dividend  at  the  minimum  rate  specified  in  the  prospectus 
or  offering  document  If  there  are  more  sellers  than  bidders  for 
available  shares,  the  reset  yield  generally  will  be  the  maximum  rate 
specified  in  the  prospectus  or  offering  document  In  that  event,  the 
agent  satisfies  all  bids  by  allocating  sellers’  shares  pro  rata  Sellers 
retain  all  unsold  shares  for  the  reset  period  The  Auction  Preferred 
and  Note  Markets,  supra,  at  5,  23-24,  33. 
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MMPS  is  subordinate  to  other  forms  of  debt  upon  liq¬ 
uidation  Rating  agencies  assign  credit  ratings  to 
MMPS  and  most  MMPS  is  rated  A  or  higher.  See 
Morgan  Stanley  &  Co.,  Inc.,  The  Auction  Preferred 
and  Note  Markets  11-17,  24  (1994). 

Discussion 

The  national  banking  laws  provide  that  a  national 
bank  “may  purchase  for  its  own  account  investment 
securities  under  such  limitations  and  restrictions  as 
the  Comptroller  of  the  Currency  may  by  regulation 
prescribe.”  “Investment  securities”  are  further 
described  in  the  statute  as  “marketable  obligations 
evidencing  indebtedness  of  any  person,  copartner¬ 
ship,  association,  or  corporation  in  the  form  of  bonds, 
notes  and/or  debentures  commonly  known  as  invest¬ 
ment  securities  under  such  further  definition  of  the 
term  ‘investment  securities’  as  may  by  regulation  be 
prescribed  by  the  Comptroller  of  the  Currency.”  12 
USC  24(Seventh). 

OCC  regulations  define  an  investment  security  as  “a 
marketable  debt  obligation  that  is  not  predominantly 
speculative  in  nature.”  12  CFR  1.2(e);  see  also 
Banking  Circular  No.  227  (April  26,  1991); 

Comptroller’s  Handbook  for  National  Bank  Examiners , 
203.1  at  6.* 1  2  Type  III  securities  are  defined  as  “invest¬ 
ment  securities  that  do  not  qualify  as  Type  I,  II,  IV,  or 
V  securities,  such  as  corporate  bonds  and  municipal 
revenue  bonds."  12  CFR  1.2(k).3  The  regulatory  defi¬ 
nition,  therefore,  is  general  and  nonexclusive  and 
relies  on  the  substantive  characteristics  of  an  “invest¬ 
ment  security.” 


2A  security  is  not  predominantly  speculative  in  nature  if  it  is  rated 
investment  grade  or  is  the  credit  equivalent  of  a  security  rated 
investment  grade.  Id.  A  security  is  marketable  if  it' 

(1)  Is  registered  under  the  Securities  Act  of  1933,  15  USC  77 a 
et  seq 

Is  a  municipal  revenue  bond  exempt  from  registration  under 
the  Securities  Act  of  1933,  15  USC  77c(a)(2); 

(3)  Is  offered  and  sold  pursuant  to  Securities  and  Exchange 
Commission  Rule  144A,  17  CFR  230.144A,  and  rated 
investment  grade  or  is  the  credit  equivalent  of  investment 
grade,  or 

(4)  Can  be  sold  with  reasonable  promptness  at  a  price  that  cor¬ 
responds  reasonably  to  its  fair  value. 

12  CFR  1  2(f) 

'There  are  quantitative  limitations  on  the  ability  of  a  national  bank 
to  purchase  and  hold  investment  securities  For  example,  a  nation¬ 
al  bank  generally  may  not  purchase  the  Type  III  investment  secu- 
nfies  of  any  one  obligor  in  an  amount  greater  than  10  percent  of  its 
capital  and  surplus  See  12  USC  24(Seventh)  and  12  CFR  13. 


Certain  substantive  characteristics  distinguish  com¬ 
mon  stock  and  debt  securities.  Common  stock  own¬ 
ers  typically  have  broad  voting  rights,  while  debt 
holders  ordinarily  have  very  limited  voting  rights.  Debt 
holders  typically  have  voting  rights  only  in  extraordi¬ 
nary  circumstances,  such  as  reorganizations  or 
default  by  the  issuer.  Common  stock  owners  typically 
have  an  ownership  interest  in  the  issuer  that  offers  an 
opportunity  to  benefit  from  appreciation  in  the  market 
value  of  the  issuer  and  to  earn  dividends  declared  by 
the  directorate  based  on  an  issuer’s  profits.  In  con¬ 
trast,  debt  holders  typically  are  entitled  to  receive 
periodic  payments  that  may  be  fixed  or  fluctuate  as 
provided  in  the  debt  instrument,  and  principal  at 
maturity.  Rating  agencies  may  assign  credit  ratings  to 
debt  securities,  but  typically  do  not  rate  equity  instru¬ 
ments.  Preferred  stock  is  a  hybrid  and  can  be  struc¬ 
tured  to  resemble  either  debt  or  equity.  See,  e.g., 
Landreth  Timber  Co.  v  Landreth,  471  U.S.  681  (1985); 
United  Housing  Foundation,  Inc.  v  Forman ,  421  U.S. 
837  (1975);  and  Robert  Hamilton,  Fundamentals  of 
Modern  Business,  Little  Brown  (1989). 

MMPS  is  an  instrument  that,  despite  its  label,  pos¬ 
sesses  characteristics  typically  associated  with  debt 
obligations  such  as  corporate  and  municipal  bonds. 
Like  debt  holders,  MMPS  holders  ordinarily  do  not 
possess  voting  rights  if  the  yield  payment  is  current. 
MMPS  holders,  like  debt  holders,  can  vote  only  in 
extraordinary  circumstances,  such  as  reorganiza¬ 
tions.  MMPS  holders  do  not  have  an  opportunity  to 
benefit  from  appreciation  in  the  market  value  of  the 
issuer  and  do  not  earn  dividends  declared  by  the 
directorate  based  on  the  issuer’s  profits.  Instead, 
MMPS  holders  are  entitled  to  a  return  determined  by 
a  formula  established  in  the  prospectus,  and  pay¬ 
ment  of  principal  at  redemption.  Although  MMPS 
does  not  have  a  maturity  date,  it  may  be  viewed  as 
similar  to  a  series  of  fixed  maturity  instruments 
because  of  the  process  for  resetting  the  dividend 
rates  every  49  days.  Like  other  debt  instruments, 
MMPS  may  be  redeemed  by  the  issuer  at  par  and  is 
rated  by  the  rating  agencies. 

The  FDIC  has  recognized  the  predominate  debt  char¬ 
acteristics  of  MMPS,  and  excludes  MMPS  from  the 
definition  of  an  “equity  security.”4  In  reaching  this  con¬ 
clusion,  the  FDIC  found  that  MMPS  is  essentially  a 
substitute  for  money  market  investments  such  as 
commercial  paper  and  is  closer  in  its  characteristics 
to  debt  than  to  equity.5 


412  CFR  362.2(1). 

'^57  Fed  Reg  53,218  19  (Nov  9,  1992),  see  also  58  Fed  Reg 
64,476  (Dec  8.  1993). 
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Thus,  because  MMPS  closely  resembles  and  can  be 
properly  characterized  in  substance  as  debt,  MMPS 
may  qualify  as  an  investment  security.  MMPS  ordinar¬ 
ily  could  be  purchased  as  a  Type  III  investment  secu¬ 
rity,  because  it  does  not  qualify  as  Type  I,  II,  IV,  or  V. 
However,  national  bank  investments  in  MMPS  also 
must  satisfy  the  same  requirements  that  apply  to  any 
other  Type  III  investment  securities,  including  provi¬ 
sions  requiring  those  securities  to  be  marketable  and 
not  speculative  in  nature. 

MMPS  generally  would  satisfy  the  definition  of  “mar¬ 
ketable”  in  Part  1.  Although  MMPS  is  not  exchange- 
traded  and  price  quotations  for  MMPS  are  not  widely 
available,  MMPS  may  be  registered  under  the 
Securities  Act  to  meet  marketability  requirements. 
See  12  CFR  1.2(f)(1).  Alternatively,  should  MMPS  be 
sold  under  an  exemption  from  registration  under  the 
Securities  Act,  it  still  may  be  marketable.  Although  the 
auction  scheme  for  MMPS  may  not  provide  the  quick¬ 
est  means  for  selling  securities,  it  permits  holders  to 
dispose  of  MMPS  “with  reasonable  promptness  at  a 
price  that  corresponds  reasonably  to  its  fair  value.” 
See  12  CFR  1.2(f)(4). 

MMPS  generally  will  not  be  predominantly  specula¬ 
tive  in  nature.  Rating  agencies  generally  rate  MMPS 
investment  grade,  and  national  banks  ordinarily  will 
be  able  to  determine  whether  a  specific  MMPS  issue 
meets  this  test. 

Conclusion 

Accordingly,  we  conclude  that  national  banks  may 
purchase  MMPS  as  Type  III  investment  securities, 
provided  the  MMPS  is  “marketable”  and  “not  pre¬ 
dominantly  speculative  in  nature”  as  required  under 
OCC  regulations  defining  investment  securities.  If  you 
have  any  questions,  please  contact  Frederick  G. 
Petrick,  Jr.,  Senior  Attorney,  at  (202)  874-5210. 

Julie  L.  Williams 
Chief  Counsel 


782— May  21,  1997 

12  USC  85 

Dear  [  ]: 

This  is  in  response  to  your  inquiry  of  April  4,  1997, 
supplemented  by  information  provided  on  May  9, 
1997,  concerning  the  use  of  interest  rates  permitted 
by  the  state  where  an  interstate  national  bank  (the 
bank)  has  branches  (State  A)  in  connection  with  cred¬ 
it  card  loans  to  the  bank’s  credit  cardholders.  The 
bank  initially  became  an  interstate  bank  as  a  result  of 
a  reorganization  involving  two  affiliated  banks  with 
main  offices  previously  located  in  States  A  and  B. 

Prior  to  the  merger,  the  target  bank,  which  previously 
had  its  main  office  in  State  A,  had  made  credit  card 
loans  using  rates  permitted  by  State  A.  Your  question 
concerns  the  impact  of  the  merger  on  the  bank’s  con¬ 
tinuing  ability,  following  the  merger,  to  use  interest 
rates  permitted  by  the  laws  of  State  A  with  respect  to 
extensions  of  credit  to  credit  cardholders  who  reside 
in  State  B,  the  bank’s  current  main  office  state,  as  well 
as  to  credit  cardholders  who  reside  in  any  other 
states  including  states  where  the  bank  has  or  will 
have  branches  (collectively  referred  to  as  State  C). 

Thus,  the  bank  seeks  to  continue  to  use  the  interest 
rates,  as  that  term  is  used  within  the  meaning  of  12 
USC  85  and  OCC  regulations,1  permitted  by  the  state 
where  the  bank  has  branches,  State  A,  in  connection 
with  credit  card  loans  to  out-of-state  customers.  To 
avoid  customer  confusion  regarding  the  usury  laws 
that  govern  credit  card  agreements,  the  bank  has 
represented  that  it  will  make  clear  to  each  borrower 
that  the  interest  applicable  to  extensions  of  credit 
under  the  credit  card  program  are  governed  by 
applicable  federal  and  State  A  law. 

For  the  reasons  set  forth  below,  we  find  that  the  bank 
may  use  the  interest  rates  permitted  by  the  law  of 
State  A  with  respect  to  extensions  of  credit  made  to 
holders  of  credit  cards  issued  by  the  bank  regardless 
of  where  they  reside. 

I.  Background 

A.  Structure  of  the  bank’s  credit  card  program 

As  mentioned,  the  credit  card  operations  now  con¬ 
ducted  by  the  bank  were  conducted  by  the  target  bank 
from  its  main  office  state,  State  A,  prior  to  the  reorgani¬ 
zation.  The  credit  card  department  has  historically 


1See  61  Fed.  Reg  4849,  4869  (Feb  9.  1996)  (to  be  codified  at 
12  CFR  7.4001). 
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operated  from  a  branch  location  of  the  target  bank  in 
State  A  and  from  a  non-branch  "back-room  office” 
support  center  also  located  in  State  A.2  In  keeping 
with  modern  practices,  certain  specialized  functions 
are  outsourced  to  an  independent  service  provider 
located  in  another  state  but  the  service  provider’s 
operations  are  directed  by  the  bank’s  credit  card  per¬ 
sonnel  located  at  the  bank  in  State  A.3 

B.  Credit  card  lending  activities  undertaken  in  State  A 

According  to  your  description,  the  bank  conducts  vir¬ 
tually  all  of  its  credit  card  operations  in  and  from  bank 
facilities  in  State  A.  You  represent  that  key  strategic 
planning  and  development  functions  relating  to  the 
bank’s  credit  card  program  take  place  in  State  A. 
These  include: 

•  developing  credit  and  other  policies  regarding 
product  pricing  and  terms;  and 

•  developing  marketing  plans  and  strategies, 
product  plans  and  product  changes,  as  well  as 
the  customer  communications  to  implement 
them. 

In  addition,  the  bank  conducts  virtually  all  of  its  cred¬ 
it  card  operations  in  and  from  bank  facilities  in  State 
A.  These  functions  include: 

•  receiving  credit  card  applications  mailed  by 
applicants; 

•  approving  or  denying  of  the  application  by  the 
bank’s  underwriters  following  the  receipt  of  rele¬ 
vant  information.  If  the  bank's  underwriters 
determine  to  approve  an  application,  the  bank 
directs  the  service  provider  to  establish  the 
account  on  its  system  and  mail  the  credit 
card(s)  to  customer(s).  If  the  bank’s  underwrit¬ 
ers  deny  a  credit  card  application,  a  letter 
declining  to  provide  a  card  is  sent  to  the  appli¬ 
cant  by  the  underwriters; 

•  extending  credit  to  the  cardholder  by  honoring 


^Because  the  bank's  credit  card  department  is  simply  a  busi¬ 
ness  unit  within  the  bank,  for  purposes  of  clarity,  this  opinion  rec¬ 
ognizes  that  its  activities,  operations,  functions,  and  facilities  are 
those  of  the  bank 

{As  the  OCC  has  noted,  the  performance  of  functions,  pursuant 
to  a  bank's  direction,  by  a  nonaffiliated  vendor,  which  may  be 
located  anywhere,  is  irrelevant  for  purposes  of  section  85.  See 
OCC  Interpretive  Letter  No  776  (March  18.  1997)  at  fns  5,  8  See 
also  e  g  Caries  v  H  &R  Block.  43  F3d  869,  874  (4th  Cir  1994), 
cert  denied.  115  S  Ct  2247  (1995) 


merchant  sales  drafts  while  concomitantly 
charging  the  cardholder’s  account;4 

•  receiving  customer  inquiries  both  by  mail  and 
by  telephone  and  handling  billing  errors  by 
Customer  Service  representatives; 

•  reviewing  delinquent  accounts  by  employees 
who  then  make  appropriate  contacts  and  take 
appropriate  action;  and 

•  receiving  reports  of  lost  or  stolen  credit  cards 
which  are  forwarded  to  the  attention  of  security 
personnel  who  may  act  to  block  the  account 
and  initiate  follow-up  action  regarding  fraudu¬ 
lent  activities.5 

C.  Credit  card  activities  undertaken  at  the  branches 

The  role  of  the  bank’s  branches  with  respect  to  the 
credit  card  program  is  limited.  Branches  make  avail¬ 
able  credit  card  applications  to  customers  and,  on 
rare  occasions  when  an  application  is  returned  to  the 
branch,  the  branch  may  forward  the  application  to  the 
bank  in  State  A  through  the  bank’s  interoffice  mail  sys¬ 
tem.  In  addition,  the  branches  refer  inquiries  from 
potential  and  current  cardholders  to  the  bank  facilities 
in  State  A.  Finally,  while  the  bank  does  not  encourage 
the  repayment  of  credit  card  balances  at  branch 
sites,  on  the  infrequent  occasions  when  payments  are 
made  there,  the  branch  mails  the  payment  to  an  inde¬ 
pendent  service  provider  in  another  state. 

II.  Discussion 

A.  Applicability  of  the  branch  state’s  rates  following 
the  reorganization 

It  is  undisputed  that,  prior  to  the  reorganization  of  the 
State  A  bank  into  the  bank,  the  State  A  bank  could 
charge  customers  in  its  state  and  elsewhere  interest 
rates  on  its  credit  card  loans  in  accordance  with  the 
rates  permitted  by  the  law  of  State  A.  See  Marquette 
National  Bank  of  Minnesota  v  First  of  Omaha  Service 


^Receivables  are  booked  through  an  on-line  system  by  the 
processor  to  the  bank  in  State  A  on  a  daily  basis.  The  processor 
deposits  sales  drafts  generated  through  use  of  the  credit  cards  to 
the  credit  of  the  merchant’s  deposit  account  and  also  generates  a 
corresponding  charge  to  be  transmitted  to  the  appropriate  card¬ 
holder’s  account. 

^The  bank  also  offers  credit  cards  through  its  agent  card  pro¬ 
gram,  pursuant  to  which  correspondent  community  banks  may 
arrange  through  the  bank  to  have  their  names  embossed  on  cred¬ 
it  cards  but  otherwise  have  no  responsibility  for  the  program  Cards 
issued  in  this  matter  are  handled  similarly  to  the  bank's  customary 
credit  card  program  and  the  program  is  administered,  as 
described,  from  State  A  While  the  community  banks  make  appli¬ 
cations  available  to  their  customers,  the  completed  applications 
are  mailed  to  the  bank  in  State  A,  customer  inquiries  are  referred 
by  the  community  bank  to  the  bank  in  State  A.  and  payments  are 
mailed  to  the  independent  service  provider 
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Corp .,  439  U.S.  299  (1978). 6  You  have  asked,  howev¬ 
er,  whether  following  the  reorganization,  resulting  in 
State  B  replacing  State  A  as  the  main  office  state  of 
the  bank  providing  credit  while  State  A  continues  to  be 
the  site  of  bank  branches  and  credit  card  operations, 
State  As  rates  can  still  be  utilized  if  the  bank  continues 
the  credit  card  lending  procedures,  described  above, 
that  were  utilized  prior  to  the  reorganization. 

1.  Statutory  requirements  and  OCC  precedent 

Title  12  USC  85  provides,  in  part,  that  a  national  bank 
“may  .  .  .  charge  on  any  loan  .  .  .  interest  at  the  rate 
allowed  by  the  laws  of  the  State  .  .  .  where  the  bank  is 
located.” 

As  the  OCC  previously  has  recognized,  for  purposes 
of  section  85,  a  national  bank  is  “located”  in  any  state 
in  which  it  has  its  main  office  or  a  branch  office.  See 
OCC  Interpretive  Letter  No.  686,  September  11, 
1995,  reprinted  in  [1995-96  Transfer  Binder]  Fed. 
Banking  L.  Rep.  (CCH)  H  81-001. 7  Having  deter¬ 
mined  that  a  bank  may  be  located  in  more  than  one 
state  for  purposes  of  section  85,  the  OCC  then 
addressed  the  question  of  whether  the  particular 
bank  could  charge  interest  under  the  law  of  a  partic¬ 
ular  state  in  which  it  had  a  branch  with  respect  to  cer¬ 
tain  loans  made  by  the  bank  to  residents  of  various 
states.  The  OCC  concluded  that,  under  the  facts  pre¬ 
sented,  there  was  a  clear  nexus  between  the  branch 
and  the  loan,  permitting  the  bank  to  charge  rates  per¬ 
missible  under  the  laws  of  the  state  where  the  branch 
was  located.  See  also  OCC  Interpretive  Letter  No. 
707,  n.  9,  January  31,  1996,  reprinted  in  (1995-96 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H 
81-022.  The  OCC  specifically  stated  that  because  of 
the  particular  facts  presented,  it  was  not  necessary  at 
that  time  to  address  other  theories,  or  facts  other  than 
those  posed,  which  may  permit  a  bank  to  charge 
rates  permitted  by  the  law  of  a  particular  state.  In 
OCC  Interpretive  Letter  No.  686  we  stated  that  “this 
letter  does  not  address  whether  factual  circum¬ 
stances,  other  than  those  posed  by  the  bank,  would 
establish  a  nexus"  and  also  noted  that  an  Office  of 
Thrift  Supervision  opinion  “addresses  issues  relating 
to  exportation  of  the  home  state  rate  not  raised  in  your 
inquiry  ...  we  are  not  addressing  those  issues  in  this 
response.”  In  addition,  OCC  Interpretive  Letter  No. 
776,  which  addressed  the  use  of  rates  permitted  by 


6For  a  more  complete  discussion  of  this  principle,  see  OCC 
Interpretive  Letter  No.  776  at  Part  II. A. 

7There  is  no  need  in  this  letter  to  reiterate  the  full  analysis  set 
forth  in  OCC  Interpretive  Letter  No.  686  regarding  the  location  of  a 

bank  for  purposes  of  section  85.  That  analysis  is  summarized 
where  necessary  and  fully  incorporated  into  and  relied  upon  in  this 
letter 


the  main  office  state,  specifically  stated  that 
"because  of  the  conclusion  that  we  reach  under  the 
facts  presented,  we  do  not  at  this  time  address  other 
theories  which  may  permit  the  bank  to  charge  rates 
permitted  by  the  main  office  state.”  See  OCC 
Interpretive  Letter  No.  686  at  fns.  7  and  8  and  Letter 
No.  776  at  fn.  16.  Likewise,  the  facts  that  you  have 
described,  involving  use  of  rates  permitted  by  a 
branch  state  which  has  a  clear  nexus  to  the  credit 
card  loans,  make  it  unnecessary  to  explore  other  the¬ 
ories  at  this  time  including  theories  that  may  permit 
use  of  main  office  state  rates  which  are  in  no  way 
implicated  by  your  inquiry  or  this  response. 

Consequently,  we  conclude,  under  the  facts  present¬ 
ed,  that  the  bank  may  continue,  under  section  85,  to 
use  the  interest  rates  permitted  by  State  A. 

2.  Impact  of  the  Riegle-Neal  Act 

We  further  note  that  this  interpretation  is  consistent 
with  the  understanding  of  Congress  with  respect  to 
the  applicability  of  section  85  to  loans  made  by  inter¬ 
state  banks  following  the  adoption  of  the  Riegle-Neal 
Interstate  Banking  and  Branching  Efficiency  Act  of 
1994,  Pub.  L.  No.  103-328,  108  Stat.  2338  (enacted 
September  29,  1994)  (the  Riegle-Neal  Act)  (which  for 
the  first  time  paved  the  way  for  general  interstate 
branching  by  national  banks),  Congress  provided  in 
section  111  (the  “usury  savings  clause”)  that: 

No  provision  of  this  title  and  no  amendment 
made  by  this  title  to  any  other  provision  of  law 
shall  be  construed  as  affecting  in  any  way —  .  .  . 
(3)  the  applicability  of  [section  85]  or  [the  usury 
provisions]  of  the  Federal  Deposit  Insurance  Act. 

Consistent  with  the  plain  language  of  the  usury  sav¬ 
ings  clause  that  section  85  is  to  be  interpreted  with¬ 
out  regard  to  the  legal  impact  of  any  of  the  provisions 
of  the  Riegle-Neal  Act,  the  Conference  Report  stated 
that  the  Riegle-Neal  Act: 

[does]  not  affect  existing  authorities  with  respect 
to  any  charges  under  [section  85]  .  .  .  imposed 
by  national  banks  ...  for  loans  or  other  exten¬ 
sions  of  credit  made  to  borrowers  outside  the 
state  where  the  bank  or  branch  making  the  loan 
or  other  extension  of  credit  is  located. 

See  H.R.  Rep.,  No.  651,  103d  Cong.,  2d  Sess.,  at  63 
(1994). 8  Senator  Roth,  the  sponsor  of  this  provision, 


^Courts  have  recognized  that  "Committee  Reports  represent  the 
most  persuasive  indicia  of  congressional  intent  and  are  powerful 
evidence  of  legislative  purpose."  See  2A  Sutherland,  Statutes  and 
Statutory  Construction  48  06  (5th  ed.  1992  &  Supp  1996) 
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clearly  stated  the  intent  underlying  the  usury  savings 
clause  to  "preserve  the  efficiency  of  uniformity  from 
the  credit-provider’s  viewpoint,  notwithstanding  for¬ 
mal  or  structural  changes  that  may  occur  through 
mergers  within  a  bank  holding  company.”  See  140 
Cong.  Rec.  S12789  (daily  ed.  Sept.  13,  1994). 9 
Significantly,  the  “efficiency  of  uniformity"  embedded 
in  section  85  also  has  been  judicially  recognized.  See 
Marquette  at  p.  312  (determining  that  the  location  of 
a  national  bank  for  purposes  of  section  85  did  not 
depend  on  the  state  of  residency  of  a  borrower)."*® 
The  conclusion  we  reach  in  this  letter  is  wholly  con¬ 
sistent  with  this  underlying  congressional  purpose 
and  the  language  of  Marquette.  By  enabling  the  tar¬ 
get  bank,  following  its  transformation  to  a  branch  as  a 
result  of  a  reorganization,  to  continue  to  conduct 
credit  card  operations  in  the  manner  that  it  did  prior 
to  the  reorganization  and  rely  on  the  law  of  the  state 
from  which  it  conducts  those  credit  card  operations, 
preserves  this  “efficiency  of  uniformity”  despite  the 
impact  of  the  structural  changes. 

III.  Conclusion 

For  the  foregoing  reasons,  based  on  the  facts 
described  herein,  we  agree  that  the  bank  may  charge 
interest  rates  permitted  by  the  law  of  the  branch 
state — State  A — to  credit  card  customers  no  matter 
where  they  may  reside. 

Julie  L.  Williams 
Chief  Counsel 


^Likewise,  as  sponsor  of  the  provision,  courts  recognize  that 
Sen  Roth's  views  may  provide  a  “weighty  gloss"  on  the  meaning 
of  legislation  See.  e  g.,  Galvin  v  U.L  Press.  347  U.S.  522,  527 
(1954). 

K;As  the  Supreme  Court  stated: 

If  the  location  of  the  bank  were  to  depend  on  the  whereabouts 
of  each  credit-card  transaction,  the  meaning  of  the  term 
located '  would  be  so  stretched  as  to  throw  into  confusion  the 
complex  system  of  modern  interstate  banking  A  national  bank 
could  never  be  certain  whether  its  contacts  with  residents  of 
foreign  states  were  sufficient  to  alter  its  location  for  purposes 
of  *>  85  We  do  not  choose  to  invite  these  difficulties  by  ren¬ 
dering  so  elastic  the  term  “located  " 


783— May  22,  1997 

12  USC  2901 

[Note:  This  OCC  Interpretive  Letter  was  released  jointly  by  the 
Office  of  the  Comptroller  of  the  Currency,  the  Federal  Deposit 
Insurance  Corporation,  the  Federal  Reserve  Board,  and  the  Office 
of  Thrift  Supervision.] 

Dear  [  ]: 

This  letter  responds  to  your  March  10,  1997  letter 
requesting  an  opinion  about  the  applicability  of  the 
Community  Reinvestment  Act  (CRA)  to  financial  insti¬ 
tutions’  contributions  to  the  [  ]  (program).  As 

you  know,  the  four  federal  bank  and  thrift  regulatory 
agencies  (agencies)  promulgated  substantially  simi¬ 
lar  CRA  regulations  on  May  4,  1995.  In  order  to  pro¬ 
mote  consistent  interpretation  of  these  CRA  regula¬ 
tions,  staff  from  all  four  agencies  have  considered 
your  inquiry  and  concur  in  the  opinions  expressed  in 
this  letter. 

In  your  letter,  you  explain  that  the  financial  institution’s 
contributions  will  support  two  funds  administered  by 
the  program.  One  fund  will  provide  loans  to  small 
businesses  in  [  ];  the  other  fund  will  cover  the 

operating  expenses  associated  with  the  lending  oper¬ 
ation.  In  your  letter,  you  ask  whether  the  financial  insti¬ 
tutions  would  receive  positive  consideration  under  the 
Community  Reinvestment  Act  (CRA)  for  their  contribu¬ 
tions  to  the  program’s  operating  fund.  As  discussed 
below,  financial  institutions  may  receive  positive  con¬ 
sideration  in  their  CRA  evaluations  for  their  contribu¬ 
tions  to  both  funds  administered  by  the  program. 

The  CRA  regulations  establish  the  framework  and  cri¬ 
teria  by  which  the  agencies  assess  an  institution’s 
record  of  helping  to  meet  the  credit  needs  of  its  com¬ 
munity.  The  CRA  regulations  set  out  a  number  of  dif¬ 
ferent  evaluation  methods  for  examiners  to  use, 
depending  on  the  business  strategy  and  size  of  the 
institution  under  examination. 

Regardless  of  the  performance  test  under  which  a  reg¬ 
ulated  financial  institution  is  evaluated,1  an  institution 


^  Large  institutions'  CRA  performance  is  typically  evaluated 
under  the  lending,  investment  and  service  tests.  Examiners  con¬ 
sider  large  institutions’  qualified  investments  under  the  investment 
test.  See  12  CFR  25.23(a),  228.23(a),  345.23(a),  and  563e. 23(a) 
In  a  small  institution  examination,  examiners  may  adjust  an  institu¬ 
tion's  evaluation  under  the  small  institution  performance  criteria,  if 
appropriate,  based  on  lending-related  qualified  investments  See 
12  CFR  25.26(a)(  1 ),  228  26(a)(  1 ),  345.26(a)(  1 ),  and  563e  26(a)(  1 ) 
See  also  Community  Reinvestment  Act;  Interagency  Questions 
and  Answers  Regarding  Community  Reinvestment  (hereinafter 
"Qs  and  As").  61  Fed  Reg  54,647.  54.658  (Oct  21.  1996)  (Q  and 


96  Quarterly  Journal,  Vol.  16,  Mo.  3,  September  1997 


can  receive  positive  consideration  for  making  “quali¬ 
fied  investments”  that  help  meet  the  credit  needs  of 
the  institution’s  assessment  area(s)  or  a  broader 
statewide  or  regional  area  that  includes  the  institu¬ 
tion’s  assessment  area(s).2 

“Qualified  investment”  is  defined  in  the  revised  CRA 
regulations  as: 

[A]  lawful  investment,  deposit,  membership 
share  or  grant  that  has  as  its  primary  purpose 
community  development.3 

“Community  development”  is  defined  to  include: 

Activities  that  promote  economic  development 
by  financing  businesses  or  farms  that  meet  the 
size  eligibility  standards  of  the  Small  Business 
Administration’s  Development  Company  or 
Small  Business  Investment  Company  programs 
(13  CFR  121.301)  or  have  gross  annual  rev¬ 
enues  of  $1  million  or  less.4 

Financing  businesses  meeting  the  above  size  eligibil¬ 
ity  standards  does  not  always  necessarily  promote 
economic  development.  The  agencies’  examiners  will 
presume  that  any  loan  to  or  investment  in  a  small 


A  1  addressing  § _ .26(a)  (consideration  of  small  institutions’  lend¬ 

ing-related  activities)).  Qualified  investments  may  also  be  consid¬ 
ered  to  determine  if  a  small  institution  merits  an  outstanding  CRA 
rating.  See  12  CFR  25  app.  A(d)(2),  228  app.  A(d)(2),  345  app. 
A(d)(2),  and  563e  app.  A(d)(2).  See  also  Q  and  A  5  addressing  § 

_ .26(a),  61  Fed.  Reg.  at  54,659.  The  community  development 

test,  which  is  appropriate  for  wholesale  and  limited  purpose  insti¬ 
tutions,  evaluates,  Inter  alia ,  the  number  and  amount  of  qualified 
investments.  See  12  CFR  25.25(c)(1),  228.25(c)(1),  345.25(c)(1), 
and  563e. 25(c)(1).  And,  finally,  institutions  evaluated  on  the  basis 
of  a  strategic  plan  must  include  in  their  plan  how  they  intend  to 
meet  the  credit  needs  of  their  assessment  area(s).  They  may  meet 
credit  needs  through  lending,  investment ,  and/or  services,  as 
appropriate.  See  12  CFR  25.27(f)(1),  228.27(f)(1),  345.27(f)(1), 
and  563e. 27(f)(1)  (emphasis  added). 

2 See  12  CFR  25.23(a),  25.25(e)(1),  25.26(a),  25.27(f)(1  )(i), 
228.23(a),  228.25(e)(1),  228.26(a),  228.27(f)(1)(i),  345.23(a), 
345.25(e)(1),  345.26(a),  345.27(f)(1)(i),  563e. 23(a),  563e. 25(e)(1), 
563e. 26(a),  and  563e.27(f)(1  )(i).  See  also  Q  and  A  2  addressing  § 
_. 26(b),  61  Fed.  Reg.  at  54,659-60  (consideration  of  a  small  insti¬ 
tution's  qualified  investments  in  a  statewide  or  regional  area  that 
includes  the  institution’s  assessment  area(s)).  In  the  case  of  whole¬ 
sale  and  limited  purpose  institutions,  examiners  will  give  positive 
consideration  to  qualified  investments  nationwide  if  the  institution 
has  adequately  addressed  the  needs  of  its  assessment  area(s). 
See  12  CFR  25.25(e)(2),  228.25(e)(2),  345.25(e)(2),  and 
563e. 25(e)(2). 

312  CFR  25.12(s),  228.12(s),  345.12(s),  and  563e.12(r).  This  let¬ 
ter  assumes,  without  deciding,  that  the  financial  institutions’  con¬ 
tributions  to  the  program  would  be  lawful. 

412  CFR  25.12(h)(3),  228.12(h)(3),  345.12(h)(3),  and 

563e.  12(g)(3). 


business  development  company  or  small  business 
investment  company  promotes  economic  develop¬ 
ment.  Other  activities  that  finance  small  businesses 
that  meet  the  size  eligibility  standards  must  support 
permanent  job  creation,  retention,  and/or  improve¬ 
ment  for  persons  who  are  currently  low-  or  moderate- 
income  or  support  permanent  job  creation,  retention, 
and/or  improvement  in  low-  or  moderate-income  geo¬ 
graphies  targeted  for  redevelopment  by  federal, 
state,  local,  or  tribal  governments. 

Financial  institutions’  contributions  to  the  program 
would  be  grants5  that  have  as  their  primary  purpose 
community  development.  The  program  will  provide 
small  loans  to  new  and  expanding  small  businesses 
in  [  ].  Provided  that  the  small  businesses  meet 

the  size  eligibility  standards  discussed  above  and 
that  financing  them  will  promote  economic  develop¬ 
ment,  institutions  may  receive  positive  CRA  consider¬ 
ation  for  their  investments  in  the  program’s  loan  fund. 
Contributions  to  the  program's  operating  fund  would 
help  an  institution  meet  the  credit  needs  of  its  com¬ 
munity  by  enabling  the  program  to  extend  the  small 
business  loans.  Therefore,  operating  fund  contribu¬ 
tions  would  also  receive  favorable  consideration  dur¬ 
ing  an  institution’s  CRA  evaluation,  provided  the  pro¬ 
gram  loans  promote  economic  development  and  the 
financial  institutions’  qualified  investments  benefit  the 
institution’s  assessment  area(s).6 

I  trust  this  letter  is  responsive  to  your  inquiry.  If  you 
have  further  questions,  please  contact  me  or  Michele 
Meyer,  an  attorney  on  my  staff,  at  (202)  874-5750. 

Michael  S.  Bylsma 
Director 

Community  and  Consumer  Law  Division 
Office  of  the  Comptroller  of  the  Currency 


5See  Q  and  A  5  addressing  §§ _ .  1 2(s)  and  563e  12(r),  61  Fed 

Reg.  at  54,653. 

6As  explained  supra  in  note  2,  in  the  case  of  wholesale  and  lim¬ 
ited  purpose  institutions,  examiners  will  give  positive  consideration 
to  qualified  investments  nationwide  if  the  institution  has  adequate¬ 
ly  addressed  the  needs  of  its  assessment  area(s) 
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784— May  30,  1 997 

12  USC  2901 

[Note  This  OCC  Interpretive  Letter  was  released  jointly  by  the 
Office  of  the  Comptroller  of  the  Currency,  the  Federal  Deposit 
Insurance  Corporation,  the  Federal  Reserve  Board,  and  the  Office 
of  Thrift  Supervision  ] 

Dear  [  ]: 

This  letter  responds  to  your  correspondence  dated 
January  13,  1997,  requesting  clarification  related  to 
equity-equivalent  investments  by  banks  for  communi¬ 
ty  development  and  community  reinvestment  purpos¬ 
es.  You  note  that,  under  provisions  of  the  Community 
Reinvestment  Act  (CRA)  regulations,  a  bank  may  ask 
the  federal  financial  institution  regulators  to  consider 
favorably,  under  the  lending  test,  community  devel¬ 
opment  loans1  originated  by  third  parties  in  which  the 
bank  has  invested. 

You  state  that  your  organization,  [  ],  is  a  non¬ 

profit  community  development  financial  institution, 
with  an  emphasis  on  community  development  lend¬ 
ing  that  [  ]  is  hoping  to  structure  an  investment 

by  a  bank  in  [  ]  as  an  equity-equivalent  invest¬ 

ment  and  thus  allow  the  bank  to  have  its  pro  rata 
share  of  [  ]’s  total  lending  considered  for  CRA 

credit.  You  further  state  that  while  [  ]“originates” 
all  loans,  a  broker  entity  makes  the  credit  decision 
and  funds  the  loans  in  many  cases.  You  indicate  that 
[  ]  takes  a  mortgage  application  from  a  bor¬ 

rower,  as  well  as  underwrites,  closes,  and  services 
the  loan.  In  your  correspondence,  you  ask  whether 
the  full  amount  of  all  community  development  loans 
that  [  ]  “originates”  can  be  counted  by  an 

investor-bank. 

As  you  know,  the  CRA  regulations  establish  the 
framework  and  criteria  by  which  the  regulatory  agen¬ 
cies  assess  an  institution’s  record  of  helping  to  meet 
the  credit  needs  of  its  community.  The  four  bank  and 
thrift  regulatory  agencies  (agencies)  have  promulgat¬ 
ed  substantively  identical  CRA  regulations.  Therefore, 
staff  from  all  of  the  agencies  have  considered  the 
issues  you  raised  and  concur  in  the  opinions  express 
in  this  letter. 

As  discussed  more  fully  below,  the  full  amount  that 
]  originates,"  according  to  your  usage  of  the 


i  he  terms,  'community  development"  and  "community  develop¬ 
ment  loans  '  are  defined  at  12  CFR  25  12(h)  and  (i),  228  12(h)  and 
(i),  345  12(h)  and  (i).  and  563e  12(h)  and  (i). 


term,  may  not  be  considered  under  the  regulation’s 
lending  test  with  respect  to  the  CRA  record  of  invest¬ 
ing  financial  institutions. 

Sections  25.22(a)(2)  and  (3)2  state  that  originations 
and  purchases  of  loans  will  be  considered  under  the 
lending  test.  The  term  “origination”  is  not  defined  in 
the  CRA  regulations.  Nonetheless,  the  CRA  regula¬ 
tions  incorporate  by  reference  the  applicable  provi¬ 
sions  of  the  Home  Mortgage  Disclosure  Act’s  (HMDA) 
implementing  regulation,  Federal  Reserve  Board 
Regulation  C,  in  the  definition  of  “home  mortgage 
loan,”  and  the  section  of  the  regulation  dealing  with 
data  collection,  reporting,  and  disclosure  require¬ 
ments.3  (Terms  such  as  “origination”  as  used  in  the 
CRA  regulation  are  intended  to  be  interpreted  to  be 
consistent  with  Regulation  C.) 

You  state  that  [  ]  engages  in  a  variety  of  activi¬ 

ties,  including  taking  loan  applications,  underwriting 
and  closing  loans,  and  servicing  the  loans.  As  you 
have  noted  in  a  telephone  conversation  with  Neil 
Robinson  of  my  staff,  [  ]  will  make  the  credit 

decisions  and  fund  loans  itself  in  certain  situations. 
However,  in  other  circumstances,  [  ]  will  make 

a  preliminary  determination  as  to  the  creditworthiness 
of  the  borrower  and  forward  the  loan  file  to  another 
entity  that  makes  the  final  credit  decision  and  funds 
the  loan.  You  note  that  these  entities  generally  report 
the  loans  and  originations  under  HMDA.  In  the  first  sit¬ 
uation,  it  is  clear  that  [  ]  is  originating  the  loans. 

In  the  second  situation,  however,  Agency  staff  believe 
that  these  activities  may  be  broadly  described  as 
“loan  brokering” — and  not  loan  origination — the  part 
of  [  ].  According  to  the  Staff  Commentary  to 

Regulation  C,  an  institution  that  takes  and  processes 
a  loan  application  and  arranges  for  another  institution 
to  acquire  the  loan  at  or  after  the  closing  is  acting  as 
a  “broker”  and  an  institution  that  acquires  a  loan  from 
another  institution  at  or  after  closing  is  acting  as  an 
“investor.”4 

Thus,  agency  staff  believe  that  a  financial  institution 
that  makes  an  equity-equivalent  investment  in  [  ] 


2For  convenience,  we  will  use  the  appropriate  citations  to  the 
OCC  CRA  regulations  in  the  body  of  this  letter.  Identical  provisions 
m  the  other  agencies’  regulations  are  found  at  12  CFR  228  22(a)(2) 
and  (3),  345.22(a)(2)  and  (3),  and  563e. 22(a)(2)  and  (3). 

3"Home  mortgage  loan"  is  defined  in  12  CFR  25  12(m), 
228.12(m),  345.12(m),  and  563e.12(n)  as  a  "home  improvement 
loan"  or  a  "home  purchase  loan,"  as  defined  in  HMD  As  imple¬ 
menting  regulations,  12  CFR  203.2.  See  also  the  loan  information 
required  to  be  reported  for  home  mortgage  loans  in  12  CFR 
25  42(b)(3),  228  42(b)(3),  345.42(b)(3),  and  563  42(b)(3) 

4 12  CFR  203,  Supp.  I,  Comment  1(c)-5  See  also  12  CFR  203, 
Supp  I,  Comment  1(c)-7  and  12  CFR  203,  App.  A,  IV  A  4 
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may  claim  a  pro  rata  share,  under  Section 
25.22(a)(3)  of  only  those  community  development 
loans  actually  approved  (and  made),  rather  than 
brokered,  by  [  ].  In  the  example  in  your  letter, 

if  [  ]  were  the  ultimate  credit  decisionmaker 

(and  maker)  of  only  $1  million  of  $3  million  in  com¬ 
munity  development  loans,  only  those  $1  million  in 
community  development  loans  would  be  eligible  for 
consideration  pursuant  to  Section  25.22(a)(3).  The 
other  $2  million  in  community  development  loans 
that  [  ]  brokered  would  not  be  eligible  for  con¬ 
sideration  pursuant  to  Section  25.22(a)(3),  as  [  ] 

would  not  be  considered  to  have  originated  them. 
Thus,  an  institution  that  invests  in  [  ]  can  ask 

its  regulator  to  consider  the  institution’s  pro  rata 
share  (based  on  the  institution’s  percent  of  equity  in 
[  ])  of  community  development  loans  made  by 

[  ].  The  investor-bank  alternatively  could  opt  to 

have  its  entire  investment  in  [  ]  considered  as 

a  qualified  investment  under  the  investment  test.5 

I  trust  this  information  is  helpful  to  you.  If  you  have  any 
questions,  please  feel  free  to  contact  me  or  Neil  M. 
Robinson,  an  attorney  on  my  staff,  at  (202)  874-5750. 

Michael  S.  Bylsma 
Director 

Community  and  Consumer  Law  Division 


5 See  12  CFR  25.23,  228.23,  345.23,  563e.23.  See  also 
Interagency  Staff  Opinion  Letters  from  Matthew  Roberts  dated 
June  27,  1996  and  June  14,  1996  (designated  as  OCC  Interpretive 
Letters  No.  727  and  709,  respectively). 


785 — June  3,  1997 

12  USC  3801 
12  CFR  34 

Re:  [  ],  Inc./Shared  Appreciation  Mortgage 

Loans 

Dear  [  ]: 

This  is  in  response  to  your  April  29,  1997  letter  to 
William  B.  Glidden,  Assistant  Director,  regarding  [ 
],  Inc.’s  plan  to  establish  a  program  to  purchase  and 
securitize  shared  appreciation  mortgage  (SAM)  loans 
made  by  certain  lenders.  According  to  your  letter  and 
our  related  telephone  conversations,  the  lenders 
would  include  state  banks.  In  connection  with  that 
program,  [  ]  seeks  to  confirm  that  SAM  loans 

made  by  state  bank  lenders  in  conformity  with  the 
OCC’s  regulations  on  adjustable-rate  mortgages 
would  be  subject  to  the  coverage  of  the  Alternative 
Mortgage  Transaction  Parity  Act  of  1982,  12  USC 
3801  et  seq.  (Parity  Act).  In  particular,  [  ]  wish¬ 

es  to  confirm  that  a  SAM  loan  is  within  the  scope  of 
the  definition  of  an  “adjustable-rate  mortgage”  under 
the  OCC’s  regulations  implementing  the  Parity  Act. 

Facts 

Each  SAM  loan  would  be  a  closed-end  loan  secured 
by  residential  property  and  would  bear  a  stated  fixed 
or  adjustable  rate  of  interest  that  would  be  payable 
periodically  throughout  the  life  of  the  loan.  Each  loan’s 
stated  interest  rate  would  be  established  at  a  rate 
below  the  market  rate  for  comparable  non-SAM 
loans,  in  return  for  the  borrower’s  agreement  to  make 
a  final  interest  payment  calculated  as  a  percentage  of 
the  appreciation  in  value  of  the  underlying  property. 
Since  this  figure  would  not  be  determined  until  the 
conclusion  of  the  loan  term  and  final  payment,  the 
actual  rate  of  interest  paid  by  the  borrower  would  be 
different  from  the  stated  rate  of  interest  paid  during 
the  life  of  the  loan. 

Congress  stated  in  the  Parity  Act  its  finding  that  the 
OCC  (as  well  as  the  National  Credit  Union 
Administration  and  the  Office  of  Thrift  Supervision) 
had  “recognized  the  importance  of  alternative  mort¬ 
gage  transactions  and  [had]  adopted  regulations 
authorizing  federally  chartered  depository  institutions 
to  engage  in  alternative  mortgage  financing."  12  USC 
3801(a)(3).  It  then  declared  that  the  purpose  of  the 
Parity  Act  was  to: 

eliminate  the  discriminatory  impact  that  those 
regulations  have  upon  nonfederally  chartered 
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housing  creditors  and  provide  them  with  parity 
with  federally  chartered  institutions  by  authoriz¬ 
ing  all  housing  creditors  to  make,  purchase,  and 
enforce  alternative  mortgage  transactions  so 
long  as  the  transactions  are  in  conformity  with 
the  regulations  issued  by  the  Federal  agencies. 

12  USC  3801(b). 

In  enacting  the  Parity  Act,  Congress  signified  its  inten¬ 
tion  to  preserve  competitive  equality  between  federal 
and  nonfederal  housing  creditors  by  preempting  state 
laws  that  banned  state-chartered  lenders  from  making 
certain  types  of  nontraditional  mortgage  loans.1  The 
Parity  Act  authorizes  state  banks  and  certain  other 
nonfederal  entities  to  make,  purchase,  and  enforce 
qualifying  alternative  mortgage  transactions  as  long 
as  the  state  entities  comply  with  federal  regulations 
applicable  to  their  federal  counterparts.  State  banks 
are  authorized  under  the  Parity  Act  to  engage  in  “alter¬ 
native  mortgage  transactions,”  but  only  when  made  in 
accordance  with  OCC  regulations  governing  similar 
transactions  by  national  banks.  12  USC  3803(a)(1). 
State  banks  are  further  authorized  to  engage  in  such 
transactions  “notwithstanding  any  State  constitution, 
law,  or  regulation."  12  USC  3803(c). 

The  Parity  Act  defines  "alternative  mortgage  transac¬ 
tion"  to  include  a  wide  variety  of  mortgage  loans  con¬ 
taining  features  “not  common  to  traditional  fixed-rate, 
fixed-term  transactions,  including  without  limitation, 
transactions  that  involve  the  sharing  of  equity  or 
appreciation[.]"  12  USC  3802(1  )(C)  (emphasis 
added). 

The  OCC’s  regulation  implementing  the  Parity  Act, 
entitled  “Adjustable-Rate  Mortgages”  and  published 
at  12  CFR  34  Subpart  B  (the  “ARM  Regulation”), 
states  that  “[pursuant  to  12  USC  3803(a),  a  State 
chartered  commercial  bank  may  make  [adjustable 
rate  mortgages]  in  accordance  with  the  provisions  of 
this  subpart.”  12  CFR  34.24. 

Discussion 

A  SAM  loan  is  a  loan  secured  by  an  interest  in  real 

'One  federal  court  has  explained  the  purpose  of  the  statute  as 
follows 

The  Parity  Act  represents  a  congressional  response  to  a 
concern,  amongst  others,  that  State  bans  on  mortgages 
other  than  traditional  fixed-rate  mortgages  would  reduce 
the  overall  availability  of  mortgage  credit,  since  fixed-rate 
mortgages  had  become  relatively  more  expensive  as  the 
result  of  increased  interest-rate  volatility. 

(Grunbeck  v  Dime  Savings  Bank  of  New  York,  FS  B  .74  F  3d  331 , 
343  ( 1st  Cir  1996) 


estate  in  which  the  borrower  agrees  to  pay,  in  addition 
to  principal  and  a  stated  rate  of  interest,  an  amount 
equal  to  an  agreed  percentage  share  in  the  net 
appreciation  of  the  property.  The  OCC  has  approved 
the  use  of  this  type  of  loan  by  national  banks,  subject 
to  certain  limitations  to  ensure  that  the  bank’s  role  in 
providing  such  financing  is  that  traditionally  assumed 
as  a  lender.  OCC  Interpretive  Ruling  7.7312,  12  CFR 
7. 731 2. 2  As  noted  above,  the  Parity  Act  explicitly 
includes  shared  appreciation  mortgages  within  the 
scope  of  the  statute. 

Your  request  for  confirmation  that  such  a  loan  is  with¬ 
in  the  scope  not  only  of  the  Parity  Act,  but  of  the 
OCC’s  ARM  Regulation  thereunder,  is  prompted  by 
the  fact  that  the  regulation  uses  a  different  term  than 
the  statute  for  the  various  transactions  covered.  The 
Parity  Act  refers  to  “alternative  mortgage  transac¬ 
tions,”  whereas  the  ARM  Regulation,  although  adopt¬ 
ed  pursuant  to  the  Parity  Act,  uses  the  term 
“adjustable  rate  mortgages”  throughout  its  text. 
Moreover,  the  definition  of  adjustable  rate  mortgage 
in  the  regulation,  unlike  the  statute,  does  not  specifi¬ 
cally  refer  to  transactions  that  involve  the  sharing  of 
appreciation.3 

The  use  of  the  term  “adjustable  rate  mortgage" 
instead  of  “alternative  mortgage  transaction"  in  the 
OCC’s  ARM  Regulation  does  not  in  any  way  exclude 
SAM  loans  from  the  regulation’s  coverage.  First, 
although  the  regulation,  unlike  the  statute,  does  not 
specifically  refer  to  shared  appreciation  transactions, 
the  definition  of  “adjustable  rate  mortgage”  would 
cover  a  SAM  loan.  An  adjustable  rate  mortgage  is 
defined  to  include  mortgages  where  the  lender  “may 
adjust  the  rate  of  interest  from  time  to  time."  12  CFR 
34.24.  Since  the  rate  of  interest  on  a  SAM  loan  is 
adjusted  at  the  conclusion  of  the  loan’s  term  when  the 


2See,  e.g.,  OCC  Interpretive  Letter  No.  620  (July  15,  1992), 
reprinted  in  [1993-94  Transfer  Binder]  Fed.  Banking  L  Rep.  (CCH) 

11  83,502;  and  OCC  Interpretive  Letter  No.  204  (June  17,  1981), 
reprinted  in  [1981-82  Transfer  Binder]  Fed.  Banking  L  Rep.  (CCH) 
H  85,285. 

3The  OCC's  ARM  Regulation  defines  an  adjustable  rate  mort¬ 
gage  as 

an  extension  of  credit  made  to  finance  or  refinance  the  pur¬ 
chase  of,  and  secured  by  a  lien  on,  a  one-to-four  family 
dwelling,  including  a  condominium  unit,  cooperative  hous¬ 
ing  unit,  or  residential  manufactured  home,  where  the 
lender,  pursuant  to  an  agreement  with  the  borrower,  may 
adjust  the  rate  of  interest  from  time  to  time  An  ARM  loan 
does  not  include  fixed-rate  extensions  of  credit  that  are 
payable  at  the  end  of  a  term  that,  when  added  to  any  terms 
for  which  the  bank  has  promised  to  renew  the  loan,  is  short¬ 
er  than  the  term  of  the  amortization  schedule 

12  CFR  34  20 
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amount  of  the  final  payment  is  determined  based  upon 
the  appreciation  in  value  of  the  underlying  property,  a 
SAM  loan  is  properly  characterized  as  an  adjustable 
rate  mortgage. 

In  addition,  the  reason  for  this  difference  in  terminolo¬ 
gy  between  the  Parity  Act  and  the  ARM  Regulation  is 
explained  in  the  preamble  to  the  regulation  itself.  In 
the  preamble,  the  OCC  noted  that  one  commenter  to 
the  proposed  version  of  the  regulation  had  “suggest¬ 
ed  that  the  OCC  should  expand  the  definition  of  ‘ARM 
loan’  to  be  consistent  with  the  definition  of  ‘alternative 
mortgage  transaction’  found  in  the  Alternative 
Mortgage  Transaction  Parity  Act  .  .  .  [citation  omit¬ 
ted].”  61  FR  11294,  11296. 4  The  reason  for  the  sug¬ 
gestion  was  to  extend  the  scope  of  the  regulation  to 
home  equity  loans.  The  OCC  rejected  this  sugges¬ 
tion,  stating  that  the  ARM  Regulation  had  historically 
been  confined  to  home-purchase  loans  and  did  not 
cover  other  types  of  loans,  including  home  equity 
loans.5  Id.  The  preamble  further  noted  that  “[wjhile 
the  OCC’s  ARM  lending  rule  does  not  authorize  home 
equity  lending,  such  lending  clearly  is  permissible 
under  12  USC  371.”  61  FR  11294,  11296.  The  OCC 
thus  clarified  in  the  regulation’s  preamble  that  its  rea¬ 
son  for  rejecting  the  suggestion  to  use  the  same 
term— “alternative  mortgage  transaction”— as 
appears  in  the  Parity  Act  was  to  confine  the  scope  of 
the  regulation  to  home-purchase  loans  and  exclude 
home  equity  lending,  which  is  authorized  under 
another  statute. 

Since  SAM  loans  are  clearly  mortgage  loans  with  a 
rate  of  interest  that  is  adjusted  at  the  conclusion  of  the 
loan’s  term  when  the  appreciation  in  value  of  the 
underlying  property  is  determined,  it  is  my  view  that 
they  are  included  within  the  scope  of  definition  of 
“adjustable  rate  mortgage”  in  the  OCC’s  ARM 
Regulation.  Although  the  Parity  Act’s  reference  to 
“transactions  that  involve  the  sharing  of  equity  or 
appreciation”  is  not  repeated  in  the  regulation,  the 
definition  of  “adjustable  rate  mortgage”  in  the  latter 


4The  OCC  published  its  notice  of  proposed  rulemaking  to  revise 
subparts  A  (General),  B  (Adjustable  Rate  Mortgages)  (ARMS),  and 
E  (Other  Real  Estate  Owned)  (OREO)  of  12  CFR  34  on  July  7, 
1995.  60  FR  35353.  The  final  regulations  were  published  on 
March  20,  1996.  61  FR  11294. 

5n  a  footnote  to  the  preamble,  the  OCC  quoted  from  an  earlier 
(1981)  version  of  the  ARM  regulation: 

The  intent  of  the  [ARM]  regulation  is  to  improve  the  avail¬ 
ability  of  mortgage  funds  for  purchasing  residential  proper¬ 
ty  and  to  provide  protection  to  home  purchases.  The  intent 
is  not  to  regulate  adjustable  rate  loans  made  for  other  pur¬ 
poses. 

61  FR  11294,  11296,  n.  6,  citing  46  FR  18932,  18935  (March  27, 
1981). 


covers  such  transactions.  There  is  therefore  no  con¬ 
flict  between  the  Parity  Act  and  the  ARM  Regulation, 
both  of  which  apply  to  SAM  loans. 

As  noted  above  ( supra  at  2),  a  state  bank  is  autho¬ 
rized  under  the  Parity  Act  to  make  alternative  mort¬ 
gage  transactions,  but  only  when  made  in  accor¬ 
dance  with  OCC  regulations  governing  similar  trans¬ 
actions  by  national  banks.  12  USC  3803(a)(1).  Since  a 
SAM  loan  falls  within  the  definition  of  an  “adjustable 
rate  mortgage”  under  the  OCC’s  ARM  Regulation  pro¬ 
mulgated  under  the  Parity  Act,  it  follows  that  a  state 
bank  would  be  authorized  by  the  Parity  Act  to  make  a 
SAM  loan  that  conforms  to  the  requirements  of  the 
ARM  Regulation,  notwithstanding  any  state  constitu¬ 
tion,  law,  or  regulation.  12  USC  3803(c);  12  CFR  34.21 . 

I  trust  this  is  responsive  to  your  inquiry.  Please  con¬ 
tact  me  at  (202)  874-5300  if  you  have  any  further 
questions. 

Sue  E.  Auerbach 
Senior  Attorney 

Bank  Activities  and  Structure  Division 


Quarterly  Journal,  Vol.  16,  Mo.  3,  September  1997  101 


No-Objection  Letter 

97-02— May  21,  1997 

15  USC  78 
12  USC  24(7)61 
12  CFR  12 

Mr.  Thomas  A.  Volz 

First  National  Bank  of  Commerce 

201  St.  Charles  Avenue 

P.O.  Box  60279 

New  Orleans,  Louisiana  70160 

Re:  Riskless  Principal  Transactions  in  Municipal 
Revenue  Bonds 

Dear  Mr.  Volz: 

This  is  in  response  to  your  letter  of  December  5,  1996, 
requesting  that  the  Office  of  the  Comptroller  of  the 
Currency  (OCC)  not  object  to  proposed  remuneration 
disclosures  on  customer  confirmations  by  First 
National  Bank  of  Commerce,  New  Orleans,  Louisiana 
(bank)  for  riskless  principal  transactions  in  tax- 
exempt  municipal  revenue  bonds.  Subject  to  the  con¬ 
ditions  discussed  below,  the  OCC  will  not  object  to 
the  proposed  disclosure. 

You  represent  that  the  transactions  will  be  conducted 
as  contemporaneous  purchases  and  sales  consistent 
with  Securities  Exchange  Act  (“Exchange  Act”)  Rule 
1 0b— 10,  17  CFR  §  240.10b-10,  and  would  be  further 
limited  to  investment  grade  municipal  securities  in 
secondary  market  transactions.  The  bank  proposes 
to  confirm  the  transactions  as  “principal,”  with  a  fur¬ 
ther  statement  of  the  bank’s  role  as  “riskless  principal” 
in  a  footnote  on  the  confirmation.1 

You  note  that  in  a  letter  of  July  7,  1993  (the  1993  let¬ 
ter),  the  OCC  expressed  no  objection  to  a  bank’s  pro¬ 
posed  disclosures  for  riskless  principal  transactions 


The  OCC  has  previously  determined  that  brokerage  activity 
conducted  as  a  riskless  principal  is  authorized  for  national  banks 
ar  d  does  not  violate  the  Glass-Steagall  Act  restriction  on  bank 
underwriting  and  dealing  contained  in  12  USC  24(7).  OCC 
Interpretive  Letter  No  371.  reprinted  in  (1985-87  Transfer  Binder] 
•ed  Banking  L  Rep  (CCH)  H  85,541  (June  13.  1986)  The  Federal 
Reserve  Board  also  has  determined  that  such  activity  is  bank-eli- 
gip'e  under  the  Glass-  Steagall  Act  Bankers  Trust  New  York 
Corporation  75  Federal  Reserve  Bulletin  829,  831  33  (1989) 


in  certain  investment  grade-rated  debt  securities.  To 
avoid  customer  confusion  concerning  the  bank's 
capacity,  the  1993  letter  required  that  all  customer 
confirmations  refer  to  the  transactions  as  "riskless 
principal”  transactions.  The  1993  letter  also 
expressed  no  objection  to  the  bank’s  non-compliance 
with  the  remuneration  and  counterparty  disclosure 
requirements  of  12  CFR  12,  stating  that  they  did  not 
appear  necessary  to  ensure  the  safe  and  sound  con¬ 
duct  of  riskless  principal  operations  by  the  bank. 

The  municipal  revenue  bond  transactions  involved  in 
the  present  request  are  not  subject  to  12  CFR  12.  See 
12  CFR  12.1  (c)(iii)  (December  31,  1996)  (require¬ 
ments  of  Part  12  do  not  apply  to  transactions  in 
municipal  securities  conducted  by  a  national  bank 
registered  with  the  Securities  and  Exchange 
Commission  as  a  “municipal  securities  dealer,”  as 
defined  in  15  USC  78c(a)(30)).  The  current  transac¬ 
tions  are  instead  subject  to  the  rules  of  the  Municipal 
Securities  Rulemaking  Board  (MSRB).  The  MSRB 
does  not  specifically  provide  for  disclosure  in  the 
capacity  of  “riskless  principal."  The  MSRB’s  confirma¬ 
tion  rule,  Rule  G-15,  provides  for  disclosing  a  bank’s 
capacity  on  customer  confirmations  as  either  agent  or 
principal.  To  achieve  similar  goals  as  in  the  1993  let¬ 
ter  while  complying  with  MSRB  rules,  the  bank  has 
proposed  to  confirm  the  transactions  as  principal, 
with  the  statement  “riskless  principal”  in  a  footnote  to 
the  confirmation. 

The  bank  has  noted  that  the  absence  of  a  specific 
“riskless  principal”  designation  as  an  option  in  the 
MSRB’s  confirmation  rules  is  a  reflection  of  the  fact 
that  national  banks’  competitors  in  this  market  would 
typically  disclose  that  they  act  as  principal  in  the 
transactions  at  issue.  Because  national  banks  are 
restricted  by  12  USC  24(7)  from  dealing  in  municipal 
revenue  bonds,  the  bank  must  act  either  as  riskless 
principal  or  as  agent  in  effecting  these  transactions. 
In  those  transactions  where  the  bank  acts  as  riskless 
principal,  it  promotes  competitive  equity  to  permit  the 
bank  the  option  of  disclosing  its  role  in  the  manner 
you  have  described. 

You  are  advised  that  the  OCC  staff  does  not  object  to 
the  bank’s  proposal  to  confirm  transactions  in  munic¬ 
ipal  securities,  in  the  manner  described  above.  Our 
non-objection  position  is  conditioned  on  the  bank 
ensuring  that  the  MSRB  has  no  objection  to  the  pro¬ 
posed  disclosures  under  MSRB  rules.  I  note  that  the 
Federal  Reserve  Board’s  staff  has  advised  OCC  staff 
that  they  would  not  object  to  this  form  of  disclosure  by 
a  state  member  bank,  subject  to  state  law. 

If  you  have  any  additional  questions  on  this  matter, 
please  contact  me,  at  (202)  874  5210,  or  Joe  W 
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Malott,  NBE,  Treasury  and  Market  Risk,  at  (202) 
874-5670. 

Michael  C.  Dugas 
Senior  Attorney 

Securities  and  Corporate  Practices  Division 

Attachment 

December  5,  1996 

Mr.  Joe  Malott 
National  Bank  Examiner 
Comptroller  of  the  Currency 
250  E  Street,  S.W. 

Washington,  D.C.  20919 
Mail  Stop  7-1 

Dear  Mr.  Malott: 

Reference  is  made  to  Deputy  Comptroller  Barton’s 
July  7,  1993  letter  Re:  Non-Objection  to  certain 
Riskless  Principal  Transactions.  This  letter  (copy 
enclosed)  [enclosure  omitted]  was  limited  in  scope  to 
the  remuneration  disclosure  requirements  in  12  CFR 
12.4  and  further  limited  in  scope  to  transactions  in 
preferred  equity  and  investment  grade-related  debt 
securities  other  than  tax  exempt  municipal  debt.  The 
basis  of  your  non-objection  stems  in  part  from  the 
capacity  in  which  these  transactions  take  place. 
Functioning  as  a  “riskless  principal”  we  act  with  con¬ 
temporaneous  buy  and  sell  orders. 


We  seek  an  opinion  from  the  Comptroller  of  the 
Currency  as  to  whether  or  not  this  non-objection  to 
the  treatment  of  remuneration  disclosure  can  be 
extended  to  tax  exempt  debt  which  is  classified  as 
Type  III  securities.  A  typical  example  would  be  a  rev¬ 
enue  supported  municipal  bond.  As  we  have  previ¬ 
ously  discussed  on  the  telephone  the  MSRB 
[Municipal  Securities  Rulemaking  Board]  does  not 
recognize  the  capacity  of  “riskless  principal.” 
Therefore,  to  comply  with  MSRB  Rules  we  would  pro¬ 
pose  to  confirm  transactions  as  “principal”  with  a  fur¬ 
ther  description  of  our  role  as  “riskless  principal”  as 
additional  information  on  the  confirmation.  These 
transactions  would  be  conducted  as  contemporane¬ 
ous  buys  and  sells  and  in  accordance  with  the  SEC 
[Securities  and  Exchange  Commission]  Rule  1 0b— 10 
definition  of  “riskless  principal.”  Transactions  would 
be  further  limited  to  investment  grade  securities  sold 
or  bought  from  both  institutional  and  retail  investors. 

Please  contact  me  for  clarifications  or  additional  infor¬ 
mation  as  required.  I  thank  you  for  your  help  on  this 
and  other  matters  which  we  have  brought  to  you  in 
the  past. 

Sincerely, 

Thomas  A.  Volz 
Vice  President 

Manager,  Institutional  Investments 
First  National  Bank  of  Commerce 
201  St.  Charles  Avenue 
P.O.  Box  60279 
New  Orleans,  Louisiana  70160 
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Mergers — April  1  to  June  30,  1997 


Most  transactions  in  this  section  do  not  have  accom¬ 
panying  decisions.  In  those  cases,  the  OCC  reviewed 
the  competitive  effects  of  the  proposals  by  using  its 
standard  procedures  for  determining  whether  the 
transaction  has  minimal  or  no  adverse  competitive 
effects.  The  OCC  found  the  proposals  satisfied  its  cri¬ 
teria  for  transactions  that  clearly  had  no  or  minimal 


adverse  competitive  effects.  In  addition,  the  Attorney 
General  either  filed  no  report  on  the  proposed  trans¬ 
action  or  found  that  the  proposal  would  not  have  a 
significantly  adverse  effect  on  competition. 


Nonaffiliated  mergers  (mergers  consummated  involving  two  or  more  nonaffili- 
ated  operating  banks),  from  April  1  to  June  30,  1997 

Title  and  location  (charter  number) _ Total  assets2 


Alabama 

The  American  National  Bank  of  Union  Springs,  Union  Springs  (012962)  .  $39,841,000 

and  The  First  National  Bank  of  Union  Springs,  Union  Springs  (007467)  .  44,492,000 

merged  on  May  30,  1997  under  the  title  of  AmeriFirst  Bank,  N.A.,  Union  Springs  (012962)  ....  84,333,000 


Comptroller’s  Decision 
Introduction 

On  December  17,  1996,  application  was  made  to  the 
Office  of  the  Comptroller  of  the  Currency  for  prior 
authorization  for  American  National  Bank,  Union 
Springs,  Alabama  (hereinafter  ANB)  to  merge  with 
First  National  Bank  of  Union  Springs,  Union  Springs, 
Alabama  (hereinafter  FNB).  This  application  was 
based  on  an  agreement  finalized  between  the  propo¬ 
nents  on  November  26,  1996. 

The  Financial  Institutions  Involved 

As  of  September  30,  1996,  ANB,  a  Bank  Insurance 
Fund-insured,  national  bank,  had  total  deposits  of 
$33.8  million  and  operated  two  offices.  As  of  the 
same  date,  the  one  office  of  FNB  subject  to  the  merg¬ 
er  agreement  had  total  deposits  of  $38.7  million. 

Competitive  Analysis 

The  relevant  geographic  market  for  this  proposal  is 
the  area  including  and  immediately  surrounding  the 
community  of  Union  Springs,  the  area  where  FNB 
receives  the  bulk  of  its  deposits,  and  where  competi¬ 
tion  between  FNB  and  ANB  is  considered  direct  and 
immediate.  This  is  an  area  with  a  population  of 
approximately  4,000  persons.  The  OCC  considers  an 


area  with  such  a  small  population  to  be  economically 
insignificant  from  a  competitive  standpoint  ( See 
Decision  of  the  Comptroller  of  the  Currency  on  the 
application  to  merge  The  National  Bank  and  Trust 
Company  of  Norwich,  Norwich,  New  York,  with 
National  Bank  of  Oxford,  Oxford,  New  York,  dated 
April  8,  1983.)  Therefore,  since  the  market  is  not  rec¬ 
ognized  as  being  economically  significant,  any  anti¬ 
competitive  effects  resulting  from  the  transaction  are 
considered  de  minimis. 

Banking  Factors 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
“the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  convenience  and  needs  of  the  community  to  be 
served.”  We  find  that  the  financial  and  managerial 
resources  of  ANB  and  FNB  do  not  raise  concerns  that 
would  cause  the  application  to  be  disapproved.  The 
future  prospects  of  the  proponents,  individually  and 
combined,  are  considered  favorable. 

Convenience  and  Needs 

No  branches  will  be  closed  as  part  of  this  transaction. 
While  this  transaction  will  have  the  effect  of  eliminating 
a  potential  competitor,  it  will  result  in  a  stronger  bank, 
able  to  meet  the  needs  of  a  wider  range  of  customers, 
both  business  and  retail  customers.  ANB  will  be  able 


"'Nonaffiliated  mergers  include  mergers,  consolidations,  or  purchase  and  assumptions  of  nonaffiliated  operating  banks  or  savings  and  loan 
associations,  when  the  resulting  bank  is  a  national  bank.  Note  that  earlier  mergers  that  were  not  previously  published  are  also  included  in  this 

issue. 

2Asset  figures  for  merging  institutions  are  not  necessarily  as  of  the  date  of  the  merger  and  thus  may  not  sum  to  the  total  assets  given  for 
the  merged  bank. 
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Nonaffiliated  mergers  (continued) 


to  offer  a  wider  range  of  service  and  products  to  an 
increasingly  diversified  group  of  customers.  It  is 
therefore  concluded  that  the  resultant  bank  will  meet 
the  convenience  and  needs  of  the  community  to  be 
served. 

Community  Reinvestment  Act 

A  review  of  the  record  of  this  application  and  other 
information  available  to  the  OCC  as  a  result  of  its  reg¬ 
ulatory  responsibilities,  revealed  no  evidence  that  the 
applicants’  record  of  helping  to  meet  the  credit  needs 

Title  and  location  (charter  number) 


Comptroller’s  Decision 
Introduction 

On  January  21,  1997,  application  was  made  to  the 
Office  of  the  Comptroller  of  the  Currency  (OCC)  for 
prior  authorization  to  purchase  the  assets  and 
assume  the  liabilities  of  the  Rocky  Mountain  State 
Bank  and  the  Rio  Blanco  State  Bank,  Rangely, 
Colorado  81648  by  First  National  Bank  of  the  Rockies, 
Meeker,  Colorado  81641  under  the  charter  of  First 
National  Bank  of  the  Rockies  and  the  title  of  First 
National  Bank  of  the  Rockies.  This  application  was 
based  on  an  agreement  entered  into  between  the 
proponents  on  December  13,  1996. 

Participating  Financial  Institutions 

As  of  September  30,  1996,  First  National  Bank  of  the 
Rockies  had  total  deposits  of  $57  million  and  operat¬ 
ed  two  offices.  On  the  same  date,  Rocky  Mountain 
State  Bank  had  total  deposits  of  $12  million  and  oper¬ 
ated  two  offices  and  Rio  Blanco  State  Bank  had  total 
deposits  of  $13  million  and  operated  one  office.  First 
National  Bank  of  the  Rockies  is  98-percent  owned  by 
FNBR  Holding  Corporation,  a  bank  holding  company 
located  in  Meeker,  Colorado. 

Competitive  Analysis 

The  relevant  geographic  market  for  this  proposal  is 
the  area  including  and  immediately  surrounding  the 
community  of  Meeker,  Colorado,  the  area  where  com¬ 
petition  between  First  National  Bank  of  the  Rockies 


of  their  communities,  including  low-  and  moderate- 
income  neighborhoods,  is  less  than  satisfactory. 

Conclusion 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  (12  USC  1828(c))  and  find  that  it  will  not 
significantly  lessen  competition  in  any  relevant  mar¬ 
ket.  Other  factors  considered  in  evaluating  this  pro¬ 
posal  are  satisfactory.  Accordingly,  the  application  is 
approved. 


Total  assets 


$63,716,000 
14,182,000 
13,094,000 
92,800,000 

and  a  branch  of  the  Rocky  Mountain  State  Bank  is 
direct  and  immediate.  This  is  an  area  with  a  popula¬ 
tion  of  less  than  3,000  persons.  The  OCC  considers 
an  area  with  such  a  small  population  to  be  economi¬ 
cally  insignificant  from  a  competitive  standpoint.  ( See 
Decision  of  the  Comptroller  of  the  Currency  on  the 
application  to  merge  The  National  Bank  and  Trust 
Company  of  Norwich,  Norwich,  New  York,  with 
National  Bank  of  Oxford,  Oxford,  New  York,  dated 
April  8,  1983.)  Therefore,  because  the  market  is  not 
recognized  as  being  economically  significant,  any 
anticompetitive  effects  resulting  from  the  transaction 
are  considered  de  minimis. 

Both  target  institutions,  Rocky  Mountain  State  Bank 
and  Rio  Blanco  State  Bank,  operate  in  Rangely, 
Colorado.  First  National  Bank  of  the  Rockies  does  not 
compete  in  this  market.  The  combined  market  share 
of  the  target  institutions  in  the  predefined  Federal 
Reserve  Market  that  includes  Rangely,  Colorado  will 
be  less  than  20  percent.  Therefore,  using  standard 
merger  screening  procedures,  the  OCC  finds  that  the 
proposal  satisfies  the  criteria  for  a  merger  that  clearly 
has  minimal  or  no  adverse  competitive  effects. 

The  Department  of  Justice  has  reviewed  the  proposal 
and  advised  the  OCC  that  consummation  of  the  pro¬ 
posal  would  not  have  any  significantly  adverse  effect 
on  competition  in  the  relevant  geographic  market. 

The  Federal  Reserve  Bank  of  Kansas  City  also 
advised  the  OCC  that  the  acquisition  had  "no  signifi¬ 
cant  competitive  effects." 


Colorado 

First  National  Bank  of  the  Rockies,  Meeker  (007435)  . 

and  Rio  Blanco  State  Bank,  Rangely  . 

and  Rocky  Mountain  State  Bank,  Rangely  . 

merged  on  May  2,  1997  under  the  title  of  First  National  Bank  of  the  Rockies,  Meeker  (007435) 
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Banking  Factors 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
“the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  the  convenience  and  needs  of  the  community  to 
be  served.”  We  find  that  the  financial  and  managerial 
resources  of  First  National  Bank  of  the  Rockies, 
Rocky  Mountain  State  Bank,  and  Rio  Blanco  State 
Bank  do  not  raise  concerns  that  would  cause  the 
application  to  be  disapproved.  The  future  prospects 
of  the  proponents,  individually  and  combined,  are 
considered  favorable. 

First  National  Bank  of  the  Rockies  will  continue  to 
meet  the  convenience  and  needs  of  the  community 
served  by  it  and  the  target  institutions.  Although  two 
offices  will  be  consolidated  into  other  offices,  each  is 
in  close  proximity  to  the  surviving  office  and  the  con¬ 
solidation  should  not  result  in  any  loss  of  convenience 
to  customers.  Customers  of  the  merging  banks  will  be 
able  to  conduct  their  banking  activities  in  three  differ¬ 
ent  towns  and  the  merger  will  permit  the  resulting 


bank  to  better  serve  its  customers  at  a  lower  cost. 
Customers  of  the  target  institutions  will  have  the  ben¬ 
efit  of  increased  lending  limits  and  a  wider  range  of 
products  and  services,  including  debit  and  credit 
cards,  SBA  loans,  an  ATM  network,  and  24-hour  voice 
response  to  customer  inquiries. 

Community  Reinvestment  Act 

A  review  of  the  record  of  this  application  and  other 
information  available  to  the  OCC  as  a  result  of  its  reg¬ 
ulatory  responsibilities  has  revealed  no  evidence  that 
the  applicants’  records  of  helping  to  meet  the  credit 
needs  of  their  communities,  including  low-  and  mod¬ 
erate-income  neighborhoods,  is  less  than  satisfactory. 

Conclusion 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  (12  USC  1828  and  12  CFR  5.33)  and  find 
that  it  will  not  lessen  significantly  competition  in  any 
relevant  market.  Other  factors  considered  in  evaluat¬ 
ing  this  proposal  are  satisfactory.  Accordingly,  the 
application  is  approved. 


Title  and  location  (charter  number) 


Total  assets 


Kansas 

Sunflower  Bank,  N.A.,  Salina  (004742)  . $546,610,000 

and  Bank  of  the  Southwest,  Dodge  City  .  55,341,000 

merged  on  April  7,  1997  under  the  title  of  Sunflower  Bank,  N.A.,  Salina  (004742) .  601,981,000 


Louisiana 

Deposit  Guaranty  National  Bank  of  Louisiana,  Hammond  (014086) . 

and  Capital  Bank,  Delhi  . 

merged  on  March  31,  1997  under  the  title  of  Deposit  Guaranty  National  Bank  of  Louisiana, 

Hammond  (014086)  . 


725,409,000 

185,632,000 

911,041,000 


Oklahoma 

AmQuest  Bank,  N.A.,  Lawton  (015345) . 

and  The  American  National  Bank  of  Lawton,  Lawton  (012067)  . 

merged  on  April  25,  1997  under  the  title  of  AmQuest  Bank,  N.A.,  Lawton  (012067) 


318,343,000 

59,905,000 

375,781,000 


Texas 

Southwest  Guaranty  Trust  Company,  N.A.,  Houston  (023234)  . 

and  Charter  Trust  Company,  N.A.,  Houston  (023168)  . 

merged  on  March  31,  1997  under  the  title  of  Southwest  Guaranty  Trust  Company,  N.A., 

Houston  (023234) . 

Tyler  Bank  and  Trust,  N.A.,  Tyler  (022629)  . 

and  City  National  Bank,  Whitehouse  (020473)  . 

merged  on  April  17,  1997  under  the  title  of  Tyler  Bank  and  Trust,  N.A.,  Tyler  (022629) . 

First  National  Bank  of  Winnsboro,  Winnsboro  (005674) . 

and  Winnsboro  Bank  and  Trust,  Winnsboro . 

merged  on  May  1,  1997  under  the  title  of  First  National  Bank  of  Winnsboro,  Winnsboro  (005674) 


2,364,000 

799,000 

4,014,000 

232,683,000 

39,498,000 

272,181,000 

96,131,000 

37,256,000 

128,907,000 
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Nonaffiliated  mergers — thrift  (mergers  consummated  involving  nonaffiliated 
national  banks  and  savings  and  loan  associations),  from  April  1  to  June  30,  1997 

Title  and  location  (charter  number)  Total  assets1 


Maryland 

American  Trust  Bank,  N.A.,  Cumberland  (023045)  . $424,918,000 

and  First  Federal  Savings  Bank  of  Western  Maryland,  Cumberland  .  345,505,000 

merged  on  May  29,  1997  under  the  title  of  American  Trust  Bank,  N.A.,  Cumberland  (023045)  .  .  424,918,000 


Comptroller’s  Decision 
Introduction 

On  December  24,  1996,  application  was  made  to  the 
Office  of  the  Comptroller  of  the  Currency  for  prior 
authorization  to  merge  First  Federal  Savings  Bank  of 
Western  Maryland,  Cumberland,  Maryland  (here¬ 
inafter  FFSB),  with  and  into  American  Trust  Bank, 
National  Association,  Cumberland,  Maryland,  under 
the  charter  and  title  of  American  Trust  Bank,  National 
Association  (hereinafter  ATB).  This  application  was 
based  on  an  agreement  completed  between  the  pro¬ 
ponents  on  November  26,  1996. 

Participating  Financial  Institutions 

As  of  September  30,  1996,  ATB,  a  national  bank,  had 
total  deposits  of  $333  million  and  operated  15  offices. 
As  of  September  30,  1996,  FFSB  had  total  deposits  of 
$283  million  with  10  offices.  ATB  is  wholly  owned  by 
Keystone  Financial,  Inc.,  a  multi-bank  holding  compa¬ 
ny.  FFSB  is  a  Federal  Savings  Bank,  wholly  owned  by 
First  Financial  Corporation,  a  thrift  holding  company. 

Competitive  Analysis 

The  relevant  geographic  market  for  this  proposal  is 
Aliegany  and  Garrett  counties  in  Maryland.  This  is  the 
area  where  competition  between  the  institutions  is 
direct  and  immediate  and  where  each  institution 
derives  the  bulk  of  its  deposits.  Within  this  market, 
ATB  competes  with  three  commercial  banks  and  two 
thrift  institutions  for  approximately  $1  billion  in 
deposits  FFSB  and  ATB  rank  second  and  third  in  the 
market  and  each  hold  approximately  26  percent  of 
the  market’s  total  deposits.  Following  the  proposed 
merger,  ATB  would  become  the  largest  depository 
institution  in  the  market  with  approximately  $540  mil¬ 
lion  in  deposits,  representing  a  52-percent  market 
si' are  While  the  proposed  transaction  would  elimi¬ 
nate  some  direct  competition  in  the  relevant  geo¬ 
graphic  market,  any  adverse  competitive  effects 
/yoGd  be  mitigated  by  the  presence  of  other  banking 


alternatives,  both  in  the  relevant  and  adjacent  mar¬ 
kets.  Therefore,  consummation  of  this  proposal  would 
not  have  a  significantly  adverse  effect  on  competition 
in  the  relevant  geographic  market. 

The  Department  of  Justice  has  also  reviewed  the  pro¬ 
posal  and  advised  the  OCC  that  consummation  of  the 
proposal  would  not  have  any  significantly  adverse 
competitive  effects  in  the  relevant  banking  market. 

Banking  Factors 

The  Bank  Merger  Act  requires  this  office  to  consider 
“the  financial  and  managerial  resources  and  future 
prospects  of  the  existing  and  proposed  institutions, 
and  the  convenience  and  needs  of  the  community  to 
be  served.”  We  find  that  the  financial  and  managerial 
resources  of  FFSB  and  ATB  do  not  raise  concerns 
that  would  cause  the  application  to  be  disapproved. 
The  future  prospects  of  the  proponents,  individually 
and  combined,  are  considered  favorable. 

The  needs  and  convenience  of  the  community  will  be 
served.  ATB  currently  offers  a  full  line  of  banking  ser¬ 
vices  and  there  will  be  no  changes  in  these  products 
or  services  as  a  result  of  this  transaction.  Upon  com¬ 
pletion  of  this  transaction,  customers  of  FFSB  will 
have  access  to  a  broader  array  of  products  and  ser¬ 
vices  such  as  trust  and  asset  management  services, 
brokerage  services,  retail  and  business  credit  cards, 
and  a  host  of  business  and  retail  deposit  and  loan 
products.  No  branch  closings  are  anticipated  as  a 
result  of  this  transaction. 

Community  Reinvestment  Act  (CRA) 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  office  as  a  result  of  its 
regulatory  responsibilities  has  revealed  no  evidence 
that  the  applicants'  record  of  helping  to  meet  the 
credit  needs  of  their  communities,  including  low-  and 
moderate-income  neighborhoods,  is  less  than  satis¬ 
factory. 


it  figures  for 
’ged  bank 


merging  institutions  are  not  necessarily  as  of  the  date  of  the  merger  and  thus  may  not  sum  to  the  total  assets  given  for 


I  10  Quarterly  Journal,  Vol.  16,  No.  3,  September  1997 


Conclusion 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  (12  USC  1828  (c))  and  find  that  it  will  not 


lessen  significantly  competition  in  any  relevant  mar¬ 
ket.  Other  factors  considered  in  evaluating  this  pro¬ 
posal  are  satisfactory.  Accordingly,  the  application  is 
approved. 


Title  and  location  (charter  number) _ Total  assets 


The  Centreville  National  Bank  of  Maryland,  Centreville  (002341) .  $144,000,000 

and  Kent  Savings  &  Loan  Association,  F.A.,  Chestertown  .  23,600,000 

merged  on  April  1,  1997  under  the  title  of  The  Centreville  National  Bank  of  Maryland, 

Centreville  (002341)  .  164,600,000 


’’Affiliated  mergers  include  mergers,  consolidations,  and  purchase  and  assumptions  of  affiliated  institutions,  when  the  resulting  bank  is  a 
national  bank.  Note  that  earlier  mergers  that  were  not  previously  published  are  also  included  in  this  issue 

^Asset  figures  for  merging  institutions  are  not  necessarily  as  of  the  date  of  the  merger  and  thus  may  not  sum  to  the  total  assets  given  for 
the  merged  bank. 
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Affiliated  mergers  (mergers  consummated  involving  affiliated  operating  banks), 
from  April  1  to  June  30,  1997 

Title  and  location  (charter  number)  Total  assets2 


Alabama 

SouthTrust  Bank  of  Alabama,  N.A.,  Birmingham  (014569) . $13,272,231,000 

and  SouthTrust  Bank  of  South  Mississippi,  Biloxi .  140,420,000 

and  SouthTrust  Bank  of  North  Carolina,  Charlotte .  1,225,174,000 

and  SouthTrust  Bank  of  Northwest  Florida,  Marianna  .  395,321,000 

and  SouthTrust  Bank  of  Russell  County,  Phenix  City .  40,304,000 

and  SouthTrust  Bank  of  Florida,  N.A.,  St.  Petersburg  (023021)  .  4,892,694,000 

and  SouthTrust  Bank  of  Georgia,  N.A.,  Atlanta  (022520) .  5,586,196,000 

and  SouthTrust  Bank  of  Columbus,  N.A.,  Columbus  (021473) .  173,503,000 

and  SouthTrust  Bank  of  Tennessee,  N.A.,  Nashville  (023156)  .  324,657,000 

and  SouthTrust  Bank  of  South  Carolina,  N.A.,  Charleston  (021875) .  452,565,000 

merged  on  June  2,  1997  under  the  title  of  SouthTrust  Bank,  N.A.,  Birmingham  (014569)  .  31 ,809!458!oOO 


California 

Wells  Fargo  Bank,  N.A.,  San  Francisco  (001741)  .  99,165,167,000 

and  Wells  Fargo  Bank  (Colorado),  N.A.,  Denver  (012517) .  2,278,287,000 

merged  on  June  1,  1997  under  the  title  of  Wells  Fargo  Bank,  N.A., 

San  Francisco  (001741)  . 101,443,454,000 

First  Coastal  Bank,  N.A.,  El  Segundo  (018454) .  25,900,000 

and  Marina  Bank,  Marina  del  Rey .  29,700,000 

merged  on  June  26,  1997  under  the  title  First  Coastal  Bank,  N.A.,  El  Segundo  (018454)  .  55i60o!oOO 

National  Bank  of  Southern  California,  Newport  Beach  (017623)  .  349,610,000 

and  Monarch  Bank,  Laguna  Niguel .  80,' 170, 000 

merged  on  June  4,  1997  under  the  title  of  National  Bank  of  Southern  California, 

Newport  Beach  (017623)) .  429  7R0  000 


Colorado 

Colorado  Community  First  National  Bank,  Fort  Morgan  (007004) 

and  Colorado  Community  First  State  Bank— CO,  Denver  . 

and  Colorado  Community  First  National  Bank,  Trinidad  (014148) 
and  Colorado  Community  First  State  Bank  of  Steamboat  Springs,  Steamboat  Springs 
merged  on  April  1,  1997  under  the  title  of  Colorado  Community  First  National  Bank, 

Fort  Morgan  (007004) . 

Delaware 

NationsBank  of  Delaware,  N.A.,  Dover  (022279) . 

and  Boatmen’s  Credit  Card  Bank,  Albuquerque . 

merged  on  April  21,  1997  under  the  title  of  NationsBank  of  Delaware,  N.A.,  Dover  (022279) 

Advanta  National  Bank  USA,  Wilmington  (015033) . 

and  Advanta  National  Bank,  Wilmington  (022724)  . 

merged  on  June  30,  1997  under  the  title  of  Advanta  National  Bank,  Wilmington  (015033) 


165,408,000 

577,382,000 

69,522,000 

119,064,000 

931,376,000 


6,695,000,000 

696,000,000 

7,711,000,000 

2,700,000,000 

1,800,000,000 

4,500,000,000 


ated  mergers  include  mergers,  consolidations,  and  purchase  and  assumptions  of  affiliated  institutions,  when  the  resulting  bank  is  a 
i  ona  bank  note  that  earlier  mergers  that  were  not  previously  published  are  also  included  in  this  issue 

V.  v.er  figures  for  merging  institutions  are  not  necessarily  as  of  the  date  of  the  merger  and  thus  may  not  sum  to  the  total  assets  given  for 
the  merged  bank  w 
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Affiliated  mergers  (continued) 

Title  and  location  (charter  number) _ Total  assets 


Florida 

SunTrust  Bank,  South  Florida,  N.A.,  Fort  Lauderdale  (014732)  . $3,385,380,000 

and  SunTrust  Bank,  Treasure  Coast,  N.A.,  Fort  Pierce  (017528)  .  769,006,000 

merged  on  April  1,  1997  under  the  title  of  SunTrust  Bank,  South  Florida,  N.A., 

Fort  Lauderdale  (014732) .  4,154,386,000 

First  National  Bank  and  Trust  Company  of  the  Treasure  Coast,  Stuart  (014838)  .  806,782,000 

and  Port  St.  Lucie  National  Bank,  Port  St.  Lucie  (021778) .  129,323,000 

merged  on  May  30,  1997  under  the  title  of  First  National  Bank  and  Trust  Company  of  the 

Treasure  Coast,  Stuart  (014838) .  936,323,000 

Illinois 

Grand  National  Bank,  Wauconda  (014935) .  945,000,000 

and  First  Security  Bank  of  Cary-Grove,  Cary,  on  March  7,  1997, .  80,000,000 

and  First  National  Bank  of  Northbrook,  Northbrook,  (015655),  on  March  21,  1997 .  206,000,000 

and  First  Bank  South,  Dixon,  on  April  4,  1997,  .  168,000,000 

and  First  Bank  North,  Freeport,  on  April  18,  1997 .  227,000,000 

merged  on  those  respective  dates  under  the  title  of  Grand  National  Bank, 

Wauconda  (014935) .  1,626,000,000 

TCF  National  Bank  Illinois,  Chicago  (023254) .  673,545,000 

and  Bank  of  Chicago,  Chicago  .  188,512,000 

merged  on  April  7,  1997  under  the  title  of  TCF  National  Bank  Illinois,  Chicago  (023254)  .  877,691,000 

LaSalle  Northwest  National  Bank,  Chicago  (014450)  .  2,110,424,000 

and  Columbia  National  Bank  of  Chicago,  Chicago  (015260)  .  836,192,000 

merged  on  April  28,  1997  under  the  title  of  LaSalle  Bank  N.A.,  Chicago  (014450)  .  3,021,092,000 

The  Old  Second  National  Bank  of  Aurora,  Aurora  (004596)  .  458,303,000 

and  First  State  Bank  of  Maple  Park,  Maple  Park .  62,125,000 

merged  on  June  12,  1997  under  the  title  of  The  Old  Second  National  Bank  of  Aurora, 

Aurora  (004596) .  518,860,000 

The  National  Bank  of  Canton,  Canton  (013838)  .  151,037,000 

and  The  Union  National  Bank  of  Macomb,  Macomb  (001872)  .  104,314,000 

merged  on  June  30,  1997  under  the  title  of  The  National  Bank  of  Canton,  Canton  (013838)  .  .  .  255,351,000 

Mercantile  Bank  N.A.,  St.  Louis  (023172)  .  7,441,073,000 

and  Mark  Twain  Bank,  Ladue .  2,025,319,000 

and  Mercantile  Bank  of  Illinois  N.A.,  Hartford  (013464) .  439,439,000 

merged  on  June  20,  1997  under  the  title  of  Mercantile  Bank  N.A.,  Hartford  (023172)  .  9,781,742,000 

Indiana 

The  Merchants  National  Bank  of  Terre  Haute,  Terre  Haute  (023076)  .  476,000,000 

and  The  Rockville  National  Bank,  Rockville  (005067)  .  52,000,000 

and  Clinton  State  Bank,  Clinton  .  62,000,000 

merged  on  February  14,  1997  under  the  title  of  The  Merchants  National  Bank  of  Terre  Haute, 

Terre  Haute  (023076)  .  476,000,000 

The  National  City  Bank  of  Evansville,  Evansville  (012132) .  422,862,000 

and  The  Farmers  and  Merchants  Bank,  Fort  Branch .  40,665,000 

merged  on  June  14,  1997  under  the  title  of  The  National  City  Bank  of  Evansville, 

Evansville  (012132)  .  422,862,000 
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Affiliated  mergers  (continued) 

Title  and  location  (charter  number)  _  Total  assets 


Indiana  (continued) 

Bank  Calumet  N. A.,  Hammond  (014379)  .  $639,202,000 

and  Bank  Calumet  N.A.,  Chicago  Heights  (014343)  .  90,793,000 

merged  on  June  5,  1997  under  the  title  of  Bank  Calumet  N.A.,  Hammond  (014379) .  729,995,000 

Iowa 

First  Interim  Bank  of  Des  Moines,  N.A.,  Des  Moines  (023377) .  122,800,000 

and  First  Interim  Bank  of  Altoona,  N.A.,  Altoona  (023370) .  18,000 

and  First  Interim  Bank  of  Ankeny,  N.A.,  Ankeny  (023371)  .  17,800,000 

and  First  Interim  Bank  of  Carlisle,  N.A.,  Carlisle  (023372) .  7,100,000 

and  First  Interim  Bank  of  Clear  Lake,  N.A.,  Clear  Lake  (023373) .  26,200,000 

and  First  Interim  Bank  of  Davenport,  N.A.,  Davenport  (023374)  .  324,800,000 

and  First  Interim  Bank  of  Doon,  N.A.,  Doon  (023375)  .  3,200,000 

and  First  Interim  Bank  of  Hampton,  N.A.,  Hampton  (023366)  .  20,700,000 

and  First  Interim  Bank  of  Iowa  Falls,  N.A.,  Iowa  Falls  (023367) .  25,800,000 

and  First  Interim  Bank  of  Knoxville,  N.A.,  Knoxville  (023368) .  43,200,000 

and  First  Interim  Bank  of  Mason  City,  N.A.,  Mason  City  (023384)  .  101,100,000 

and  First  Interim  Bank  of  Nevada,  N.A.,  Nevada  (023382)  .  52,100,000 

and  First  Interim  Bank  of  Pella,  N.A.,  Pella  (023383) .  32,500,000 

and  First  Interim  Bank  of  Red  Oak,  N.A.,  Red  Oak  (023379) .  20,500,000 

and  First  Interim  Bank  of  Rock  Valley,  N.A.,  Rock  Valley  (023381) .  40,800,000 

and  First  Interim  Bank  of  Wellman,  N.A.,  Wellman  (023369)  .  25,300,000 

and  First  Interim  Bank  of  West  Des  Moines,  N.A.,  West  Des  Moines  (023380) .  30,300,000 

and  First  Interim  Bank  of  Williamsburg,  N.A.,  Williamsburg  (023376) .  21,600,000 

merged  on  May  31,  1997  under  the  title  of  First  Interim  Bank  of  Des  Moines,  N.A., 

Des  Moines  (023377) .  609,700,000 

Kansas 

Commerce  Bank,  N.A.,  Hays  (022705)  .  105,669,000 

and  Commerce  Bank,  N.A.,  Wichita  (011010) .  743,382,000 

merged  on  April  18,  1997  under  the  title  of  Commerce  Bank,  N.A.,  Wichita  (022705)  .  849,051,000 

Maryland 

American  Trust  Bank,  N.A.,  Cumberland  (023045)  .  418,943,000 

and  Washington  County  National  Bank,  Williamsport  (001551)  .  147^885, 000 

merged  on  June  6,  1997  under  the  title  of  American  Trust  Bank,  N.A.,  Cumberland  (023045)  .  .  566,828,000 

Massachusetts 

BankBoston,  N.A.,  Boston  (000200)  .  40.300,000,000 

and  BayBank,  N. A.,  Boston  (022977)  .  11,100,000,000 

merged  on  May  23,  1997  under  the  title  of  BankBoston,  N.A.,  Boston  (000200)  .  51,400,000,000 

BayBank,  N.A.,  Boston  (022977) .  11,126,665,000 

and  BayBank  NH,  N.A.,  Derry  (023104)  .  795,274  000 

merged  on  May  23,  1997  under  the  title  of  BayBank,  N.A.,  Boston  (022977) .  11,907,414,000 
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Affiliated  mergers  (continued) 

Title  and  location  (charter  number) _ Total  assets 


Minnesota 

Bank  Midwest,  Minnesota  Iowa,  N.A.,  Fairmont  (013095)  .  114,297,000 

and  Bank  Midwest,  Minnesota  Iowa,  N.A.,  Okoboji  (023086)  .  79,210,000 

merged  on  June  1,  1997  under  the  title  of  Bank  Midwest,  Minnesota  Iowa,  N.A., 

Fairmont  (013095)  .  193,507,000 

First  Bank  N.A.,  Minneapolis  (000710)  .  21,850,300,000 

and  Colorado  National  Bank,  Denver  (001651) .  6,894,000,000 

and  Colorado  National  Bank  Aspen,  Aspen  (015815) .  52,000,000 

and  First  Bank  N.A.,  Chicago  (013672) .  928,200,000 

and  First  Bank  N.A.,  Omaha  (001633)  .  3,510,700,000 

and  First  Bank  of  South  Dakota  (N.A.),  Sioux  Falls  (012881) .  1,939,600,000 

and  First  Bank  (N.A.),  Milwaukee  (007347) .  1,156,500,000 

and  First  Interim  Bank  of  Des  Moines,  N.A.,  Des  Moines  (023377)  .  609,800,000 

and  First  Interim  Bank  of  Casper,  N.A.,  Casper  (023387)  .  281,500,000 

merged  on  June  1,  1997  under  the  title  of  First  Bank  N.A.,  Minneapolis  (000710) .  35,540,500,000 

Mississippi 

Deposit  Guaranty  National  Bank,  Jackson  (015548)  .  4,521,143,000 

and  The  Merchants  National  Bank  of  Fort  Smith,  Fort  Smith  (007240) .  332,446,000 

merged  on  June  9,  1997  under  the  title  of  Deposit  Guaranty  National  Bank,  Jackson  (015548)  .  4,853,589,000 

Missouri 

UMB  Bank,  N.A.,  Kansas  City  (013936)  .  2,958,919,000 

and  UMB  Bank  Kansas,  N.A.,  Kansas  City  (023206) .  738,607,000 

merged  on  April  26,  1997  under  the  title  of  UMB  Bank,  N.A.,  Kansas  City  (013936)  .  3,534,491,000 

Commerce  Bank,  N.A.,  Kansas  City  (018112) .  4,830,174,000 

and  The  Shawnee  State  Bank,  Shawnee .  202,589,000 

merged  on  May  1,  1997  under  the  title  of  Commerce  Bank,  N.A.,  Kansas  City  (018112) .  5,022,962,000 

North  Carolina 

First  Union  National  Bank  of  North  Carolina,  Charlotte  (015650)  .  32,421,535,000 

and  First  Union  National  Bank  of  Florida,  Jacksonville  (017695)  .  39,259,452,000 

and  First  Union  National  Bank  of  Georgia,  Atlanta  (021161)  .  12,877,840,000 

merged  on  June  5,  1997  under  the  title  of  First  Union  National  Bank,  Charlotte  (015650)  .  81,828,827,000 

NationsBank,  N.A.,  Charlotte  (014448)  .  80,870,000,000 

and  NationsBank,  N.A.,  (South),  Atlanta  (013068) .  46,776,000,000 

merged  on  June  1,  1997  under  the  title  of  NationsBank,  N.A.,  Charlotte  (014448) . 123,153,000,000 

NationsBank,  N.A.,  Charlotte  (014448)  . 123,513,000,000 

and  Boatmen’s  Bank  of  Vandalia,  Vandalia .  41,000,000 

merged  on  June  1 1 ,  1997  under  the  title  of  NationsBank,  N.A.,  Charlotte  (014448) . 123,201 ,000,000 
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Affiliated  mergers  (continued) 

Title  and  location  (charter  number) _ Total  assets 


North  Carolina  (continued) 

NationsBank,  N.A.,  Charlotte  (014448)  . $123,201,000,000 

and  Boatmen’s  Bank  of  Rolla,  Rolla  .  109,000,000 

and  Boatmen's  River  Valley  Bank,  Lexington .  74,000,000 

and  Boatmen's  Bank  of  Pulaski  County,  Richland  .  46,000,000 

and  Boatmen’s  Osage  Bank,  Butler  .  108,000,000 

and  Boatmen’s  Bank  of  Mid-Missouri,  Columbia .  301,000,000 

and  Boatmen’s  Bank  of  Marshall,  Marshall  .  76,000,000 

and  Boatmen's  Bank  of  Kennett,  Kennett  .  126,000,000 

and  Boatmen’s  National  Bank  of  Coles  County,  Charleston  (014024)  .  122,000,000 

and  Boatmen’s  Bank  of  South  Central  Illinois,  Mount  Vernon .  235,000,000 

and  Boatmen’s  Bank  of  Quincy,  Quincy  .  190,000,000 

and  Boatmen’s  Bank  of  Franklin  County,  Benton .  158,000,000 

and  Boatmen’s  Bank  of  Troy,  Troy .  65,000,000 

and  Boatmen’s  Bank  of  Southwest  Missouri,  Carthage  .  248,000,000 

and  Boatmen’s  National  Bank  of  Central  Illinois,  Hillsboro  (002789)  .  1 10,000,000 

and  Boatmen’s  First  National  Bank  of  West  Plains,  West  Plains  (005036)  .  143,000,000 

and  Boatmen’s  National  Bank  of  Boonville,  Boonville  (014559) .  53,000,000 

and  Boatmen’s  National  Bank  of  Lebanon,  Lebanon  (010695)  .  107,000,000 

and  Boatmen's  National  Bank  of  Cape  Girardeau,  Cape  Girardeau  (004611  ) . .  .  454,000,000 

and  NationsBank,  N.A.,  (Mid-West),  Kansas  City  (022885) .  9,139,000,000 

and  The  Boatmen’s  National  Bank  of  St.  Louis,  St.  Louis  (013236)  .  11 ,905,000,000 

merged  on  June  13,  1997  under  the  title  NationsBank,  N.A.,  Charlotte  (014448) .  150,369,000,000 

Wachovia  Bank  of  North  Carolina,  N.A.,  Winston-Salem  (015673) .  26,751,374,000 

and  Wachovia  Bank  of  South  Carolina,  N.A.,  Charleston  (002044)  .  7,326,969,000 

and  Wachovia  Bank  of  Georgia,  N.A.,  Augusta  (001559)  .  18,918,575,000 

merged  on  June  1,  1997  under  the  title  of  Wachovia  Bank,  N.A.,  Winston-Salem  (001559)  .  .  .  45,794,982,000 

Ohio 

Bank  One,  Columbus,  N.A.,  Columbus  (007621)  .  9,266,062,000 

and  Bank  One,  Akron,  N.A.,  Akron  (017008) .  2,726,004,000 

and  Bank  One,  Cleveland,  N.A.,  Cleveland  (014686)  .  2,569,963,000 

merged  on  May  17,  1997  under  the  title  of  Bank  One,  N.A.,  Columbus  (007621)  .  24,635,255,000 

Bank  One,  N.A.,  Columbus  (007621)  .  9,266,062,000 

and  Bank  One,  Fremont,  N.A.,  Fremont  (013997) .  277,736,000 

and  Bank  One,  Mansfield,  Mansfield  .  407,593,000 

and  Bank  One,  Youngstown,  N.A.,  Youngstown  (013586) .  1,208,462,000 

merged  on  May  17,  1997  under  the  title  of  Bank  One,  N.A.,  Columbus  (007621)  .  24,635,255,000 

Bank  One,  N.A.,  Columbus  (007621)  .  9,266,062,000 

and  Bank  One,  Athens,  N.A.,  Athens  (007744) .  251,275,000 

and  Bank  One,  Cambridge,  N.A.,  Cambridge  (006566)  .  212,779,000 

and  Bank  One,  Marion,  Marion .  236,860,000 

and  Bank  One,  Marietta,  N.A.,  Marietta  (004164)  .  205,329,000 

and  Bank  One,  Coshocton,  N.A.,  Coshocton  (013923) .  183,935,000 

and  Bank  One,  Dover,  N.A.,  Dover  (004293) .  306,660,000 

and  Bank  One,  Portsmouth,  N. A.,  Portsmouth  (007781)  .  246,593,000 

merged  on  May  17,  1997  under  the  title  of  Bank  One,  N.A.,  Columbus  (007621)  .  24,635.255.000 


1  16  Quarterly  Journal,  Vol.  16.  No.  3,  September  1997 


Affiliated  mergers  (continued) 

Title  and  location  (charter  number) _ Total  assets 


Ohio  (continued) 

Bank  One,  N.A.,  Columbus  (007621)  . $  9,266,062,000 

and  Bank  One,  Cincinnati,  N.A.,  Cincinnati  (003234)  .  1,436,703,000 

and  Bank  One,  Sidney,  N.A.,  Sidney  (007862)  .  266,023,000 

and  Bank  One,  Lima,  N.A.,  Lima  (015340)  .  820,018,000 

and  Bank  One,  Dayton,  N.A.,  Dayton  (002604) .  4,507,542,000 

merged  on  May  17,  1997  under  the  title  of  Bank  One,  N.A.,  Columbus  (007621)  .  24,635,255,000 

KeyBank  N.A.,  Cleveland  (014761) .  27,636,399,000 

and  Key  Trust  Company  of  Florida,  N.A.,  Naples  (021914) .  7,928,000 

merged  on  June  23,  1997  under  the  title  of  KeyBank  N.A.,  Cleveland  (014761)  .  27,640,081,000 

Oklahoma 

Landmark  Bank,  N.A.,  Ada  (023055) .  120,000 

and  First  Heritage  National  Bank,  Davis  (005126) .  52,206,000 

merged  on  February  21,  1997  under  the  title  of  Landmark  Bank,  N.A.,  Ada  (023055)  .  52,206,000 

Bank  of  Commerce,  N.A.,  Catoosa  (023265) .  120,000 

and  Adair  State  Bank,  Adair .  12,170,000 

merged  on  June  2,  1997  under  the  title  of  Bank  of  Commerce,  N.A.,  Catoosa  (023265)  .  12,170,000 

Oregon 

United  States  National  Bank  of  Oregon,  Portland  (004514) .  13,385,000,000 

and  U.S.  Bank  of  California,  Sacrament  .  3,806,563,000 

and  U.S.  Bank  of  Idaho,  Boise  .  3,823,744,000 

and  U.S.  Bank  of  Nevada,  Reno .  1,144,657,000 

and  U.S.  Bank  of  Washington,  N.A.,  Seattle  (014394) .  9,703,758,000 

and  U.S.  Bank  of  Utah,  Salt  Lake  City .  892,283,000 

merged  on  June  13,  1997  under  the  title  of  United  States  National  Bank  of  Oregon, 

Portland  (004514) .  32,027,104,000 

Texas 

Ballinger  National  Bank,  Ballinger  (023183)  .  4,000,000 

and  The  First  National  Bank  of  Rotan,  Rotan  (008693)  .  28,482,000 

merged  on  April  1,  1997  under  the  title  of  Ballinger  National  Bank,  Ballinger  (023183)  .  32,482,000 

Norwest  Bank  Texas,  South,  N.A.,  San  Antonio  (010148) .  824,644,000 

and  Norwest  Bank  Texas,  Robstown,  N.A.,  Robstown  (023003)  .  67,184,000 

and  Norwest  Bank  Texas,  Alice,  Alice .  154,445,000 

and  Norwest  Bank  Texas,  Premont,  Premont .  23,208,000 

merged  on  May  9,  1997  under  the  title  of  Norwest  Bank  Texas,  South,  N.A., 

San  Antonio  (010148) .  1,069,981,000 

Norwest  Bank  Texas,  South,  N.A.,  San  Antonio  (010148) .  1,084,002,000 

and  Norwest  Bank  Texas,  Bandera,  Bandera  .  79,576,000 

and  Norwest  Bank  Texas,  Comfort,  Comfort  .  50,970,000 

and  Norwest  Bank  Texas,  Kerrville,  N.A.,  Kerrville  (014861)  .  230,774,000 

and  Norwest  Bank  Texas,  Waco,  N.A.,  Waco  (002189) .  355,185,000 

merged  on  June  13,  1997  under  the  title  of  Norwest  Bank  Texas,  South,  N.A., 

San  Antonio  (010148) .  1,799,740,000 
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Affiliated  mergers  (continued) 

Title  and  location  (charter  number) 


Total  assets 


Texas  (continued) 

Summit  Community  Bank,  N.A.,  Fort  Worth  (018188)  .  $  99,356,000 

and  Alta  Mesa  National  Bank,  Fort  Worth  (016999) .  95,801,000 

merged  on  March  10,  1997  under  the  title  of  Summit  Community  Bank,  N.A., 

Fort  Worth  (018188) .  195,157,000 

Gateway  National  Bank,  Dallas  (017164)  .  79,471,000 

and  New  Gateway  Bank  (State  Interim  Bank),  Dallas  .  5,000 

merged  on  March  17,  1997  under  the  title  of  Gateway  National  Bank,  Dallas  (017164) .  79,471,000 

Wyoming 

First  Interim  Bank  of  Casper,  N.A.,  Casper  (023387) .  93,700,000 

and  First  Interim  Bank  of  Cheyenne,  N.A.,  Cheyenne  (023386) .  187,800,000 

merged  on  May  31,  1997  under  the  title  of  First  Interim  Bank  of  Casper,  N.A., 

Casper  (023387) .  281 ,452,000 
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Affiliated  mergers — thrift  (mergers  consummated  involving  affiliated  national 
banks  and  savings  and  loan  associations),  from  April  1  to  June  30,  1997 


Title  and  location  (charter  number)   Total  assets1 


Minnesota 

First  Bank  National  Association,  Minneapolis  (000710)  . 

$17,082,000,000 

and  First  Bank,  FSB,  Fargo .  4,913,000 

merged  on  May  31,  1997  under  the  title  of  First  Bank  N.A.,  Minneapolis  (000710)  .  21,850,000,000 

Utah 

First  Security  Bank,  National  Association,  Ogden  (002597) .  11,814,743,000 

and  First  Security  Bank  of  Oregon,  Salem .  467,698,000 

merged  on  May  23,  1997  under  the  title  of  First  Security  Bank,  N.A.,  Ogden  (002597)  .  12,282,441,000 


^  Asset  figures  for  merging  institutions  are  not  necessarily  as  of  the  date  of  the  merger  and  thus  may  not  sum  to  the  total  assets  given  for 
the  merged  bank. 
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Changes  in  the  structure  of  the  national  banking  system,  by  state,  January  1  to  June  30,  1997 


in 

operation 
January  1, 
1997 

Organized 
and  opened 
for  business 

Merged 

Voluntary 

liquidations 

Payouts 

12  USC  214 

— 

Converted 
to  non¬ 
national 
institutions 

Merged 
with  non¬ 
national 
institutions 

In  operation 
June  1, 

1997 

Alabama  . 

35 

0 

1 

0 

0 

0 

0 

34 

Alaska  . 

4 

2 

1 

0 

0 

0 

0 

5 

Arizona . 

13 

1 

0 

0 

0 

0 

0 

14 

Arkansas  . 

74 

2 

1 

0 

0 

0 

0 

75 

California  . 

117 

1 

3 

0 

0 

1 

5 

109 

Colorado  . 

91 

3 

4 

0 

0 

0 

0 

90 

Connecticut  . 

9 

0 

0 

0 

0 

0 

0 

9 

Delaware  . 

22 

2 

1 

0 

0 

0 

0 

23 

District  of  Columbia  . 

9 

0 

0 

0 

0 

0 

1 

8 

Florida  . 

105 

1 

6 

0 

0 

0 

3 

97 

Georgia . 

63 

2 

5 

0 

0 

0 

0 

60 

Hawaii  . 

1 

0 

0 

0 

0 

0 

0 

1 

Idaho  . 

1 

1 

0 

0 

0 

0 

0 

2 

Illinois  . 

240 

9 

12 

0 

0 

0 

1 

236 

Indiana  . 

56 

2 

8 

0 

0 

0 

0 

50 

Iowa  . 

61 

18 

22 

0 

0 

0 

3 

55 

Kansas  . 

122 

1 

1 

0 

0 

1 

0 

119 

Kentucky  . 

71 

2 

1 

0 

0 

0 

0 

72 

Louisiana  . 

29 

1 

2 

0 

0 

0 

2 

26 

Maine  . 

7 

2 

0 

0 

0 

0 

0 

9 

Maryland  . 

24 

1 

1 

0 

0 

1 

1 

22 

Massachusetts . 

26 

0 

1 

0 

0 

0 

0 

24 

Michigan  . 

39 

2 

0 

0 

0 

0 

1 

40 

Minnesota  . 

125 

13 

2 

0 

0 

0 

0 

137 

Mississippi  . 

24 

1 

1 

0 

0 

0 

0 

24 

Missouri  . 

55 

2 

8 

0 

0 

0 

1 

49 

Montana  . 

25 

0 

0 

0 

0 

0 

0 

25 

Nebraska  . 

97 

3 

1 

0 

0 

0 

0 

99 

Nevada  . 

5 

0 

0 

0 

0 

0 

0 

5 

New  Hampshire  . 

7 

2 

1 

0 

0 

0 

0 

9 

New  Jersey  . 

27 

0 

0 

0 

0 

0 

1 

26 

New  Mexico  . 

28 

0 

1 

0 

0 

1 

0 

26 

New  York  . 

69 

2 

1 

0 

0 

0 

0 

70 

North  Carolina  . 

10 

0 

0 

0 

0 

0 

0 

10 

North  Dakota  . 

19 

4 

1 

0 

0 

0 

0 

22 

Ohio . 

125 

5 

14 

0 

0 

0 

0 

116 

Oklahoma  . 

121 

3 

2 

0 

0 

1 

0 

121 

Oregon  . 

4 

2 

0 

0 

0 

0 

0 

6 

Pennsylvania  . 

115 

1 

0 

0 

0 

0 

0 

116 

Rhode  Island  . 

1 

0 

0 

0 

0 

0 

0 

1 

South  Carolina  . 

26 

0 

2 

0 

0 

0 

0 

24 

South  Dakota  . 

23 

4 

1 

0 

0 

1 

0 

25 

Tennessee  . 

45 

0 

1 

0 

0 

0 

1 

43 

Texas  . 

436 

7 

15 

0 

0 

0 

5 

423 

Utah . 

8 

1 

0 

0 

0 

0 

0 

9 

Vermont  . 

12 

1 

0 

0 

0 

0 

0 

13 

Virginia . 

33 

2 

0 

0 

0 

0 

0 

35 

Washington  . 

22 

4 

2 

0 

0 

0 

1 

23 

West  Virginia  . 

39 

5 

0 

0 

0 

0 

1 

43 

Wisconsin  . 

67 

5 

1 

0 

0 

0 

7 

63 

Wyoming  . 

19 

4 

2 

0 

0 

0 

1 

20 

United  States  . 

2,806 

124 

126 

0 

0 

6 

35 

2,763 

Notes:  The  column  "organized  and  opened  for  business”  includes  all  state  banks  converted  to  national  banks  as  well  as  newly  formed  national  banks-  The  col¬ 
umn  titled  "merged"  includes  all  mergers,  consolidations,  and  purchases  and  assumptions  of  branches  in  which  the  resulting  institution  is  a  nationally  chartered 
bank  Also  included  in  this  column  are  immediate  FDIC-assisted  "merger"  transactions  in  which  the  resulting  institution  is  a  nationally  chartered  bank  The  col¬ 
umn  titles  "voluntary  liquidations"  includes  only  straight  liquidations  of  national  banks.  No  liquidation  pursuant  to  a  purchase  and  assumption  transaction  are 
included  in  this  total  Liquidations  resulting  from  purchase  and  assumptions  are  included  in  the  “merged"  column  The  column  titled  payouts"  includes  fa  ed 
national  banks  in  which  the  FDIC  is  named  receiver  and  no  other  depository  institution  is  named  as  successor.  The  column  titled  "merged  with  non-national  insti¬ 
tutions"  includes  all  mergers,  consolidations,  and  purchases  and  assumptions  of  branches  in  which  the  resulting  institution  is  a  non-national  institution  A  so 
included  in  the  column  are  immediate  FDIC-assisted  "merger"  transactions  in  which  the  resulting  institution  is  a  non-national  institution. 
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Applications  for  new,  full-service  national  bank  charters,  approved  and  denied,  by  state, 

January  1  to  June  30,  1997 


Title  and  location  of  bank 


Approved 


Denied 


Arizona 

GreatBank.  N.A.,  Sedona  . 

Union  Bank  of  Arizona,  N.A.,  Gilbert 


March  13 
June  4 


Arkansas 

First  Community  Bank,  N.A.,  Conway 


January  22 


California 

Coast  National  Bank,  San  Luis  Obispo 


February  7 


Colorado 

TCF  National  Bank  Colorado,  Englewood 


February  24 


Florida 

Pelican  National  Bank,  Naples  , 
Edison  National  Bank,  Fort  Myers 


February  13 
May  22 


Georgia 

Rockdale  National  Bank,  Conyers 


June  23 


Illinois 

Mount  Prospect  National  Bank,  Mt.  Prospect 


May  29 


Iowa 

First  Interim  Bank  of  Altoona,  N.A.,  Altoona . 

First  Interim  Bank  of  Ankeny,  N.A.,  Ankeny  . 

First  Interim  Bank  of  Carlisle,  N.A.,  Carlisle . 

First  Interim  Bank  of  Clear  Lake,  N.A.,  Clear  Lake . 

First  Interim  Bank  of  Davenport,  N.A.,  Davenport  . 

First  Interim  Bank  of  Des  Moines,  N.A.,  Des  Moines  . 

First  Interim  Bank  of  Doon,  N.A.,  Doon  . 

First  Interim  Bank  of  Hampton,  N.A.,  Hampton  . 

First  Interim  Bank  of  Iowa  Falls,  N.A.,  Iowa  Falls . 

First  Interim  Bank  of  Knoxville,  N.A.,  Knoxville . 

First  Interim  Bank  of  Mason  City,  N.A.,  Mason  City  . 

First  Interim  Bank  of  Nevada,  N.A.,  Nevada  . 

First  Interim  Bank  of  Pella,  N.A.,  Pella . 

First  Interim  Bank  of  Red  Oak,  N.A.,  Red  Oak . 

First  Interim  Bank  of  Rock  Valley,  N.A.,  Rock  Valley . 

First  Interim  Bank  of  Wellman,  N.A.,  Wellman  . 

First  Interim  Bank  of  West  Des  Moines,  N.A.,  West  Des  Moines 

First  Interim  Bank  of  Williamsburg,  N.A..  Williamsburg . 

Community  National  Bank,  Waterloo . 


May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

May 

31 

June 

i  23 

Kentucky 

Somerset  National  Bank,  Somerset 


April  22 


Mississippi 

Whitney  National  Bank  of  Mississippi,  Gulfport 


March  1 1 


Nebraska 

Ogallala  National  Bank,  Ogallala . 

Ohio 

Great  Lakes  National  Bank  Ohio,  Hamilton 

Oklahoma 

Bank  of  Commerce.  N  A  ,  Catoosa . 

Tn  Star  National  Bank,  Blanchard 
F&M  Bank  N  A  Oklahoma  City 


February  28 


February  24 


January  15 
April  2 
April  17 
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Applications  for  new,  full-service  national  bank  charters,  approved  and  denied,  by  state, 

January  1  to  June  30,  1997  (continued) 


Title  and  location  of  bank 

Approved 

Denied 

South  Dakota 

First  Bank  of  South  Dakota  (N.A.),  Sioux  Falls . 

April  30 

Texas 

City  National  Bank,  Austin . 

First  National  Bank  of  Bay  City,  Bay  City . 

Ballinger  National  Bank,  Ballinger . 

First  National  Bank,  Rotan . 

Resource  Bank,  N.A.,  Dallas . 

Southwestern  National  Bank,  Houston . 

Texas  National  Bank,  Tomball  . 

January  6 
February  1 1 
February  13 
February  13 
March  7 

March  7 

March  26 

Washington 

Harbor  Bank,  N.A.,  Gig  Harbor . 

Yakima  National  Bank,  Yakima  . 

January  17 
February  6 
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Applications  for  new,  limited-purpose  national  bank  charters,  approved  and  denied,  by  state, 

January  1  to  June  30,  1997 


Title  and  location  of  bank 

Type  of  bank 

Approved 

Denied 

Colorado 

FNC  Trust  Group,  N.A.,  Boulder  . 

Trust  (non-deposit) 

April  17 

Florida 

Mellon  Trust  of  Florida,  N.A.,  Aventura . 

Trust  (non-deposit) 

March  13 

Georgia 

First  Union  Direct  Bank,  N.A.,  Augusta  . 

Credit  card 

May  13 

Indiana 

Forethought  National  Trustbank,  Batesville  . 

New  Covenant  Trust  Company,  N.A.,  Jeffersonville  . 

Trust  (non-deposit) 
Trust  (non-deposit) 

January  30 
June  30 

Louisiana 

Mercantile  Stores  National  Bank,  Baton  Rouge  . 

Credit  card 

May  23 

Nevada 

Eaglemark  Bank,  N.A.,  Carson  City . 

Credit  card 

March  7 

Ohio 

Reliance  Financial  Services,  N.A.,  Defiance 

Trust  (non-deposit) 

February  7 

Oregon 

U.S.  Bank  Trust  Company,  N.A.,  Portland  . 

Trust  (non-deposit) 

May  19 

Texas 

Western  National  Trust  Company,  N.A.,  Odessa  .... 

The  Trust  Company,  N.A.,  San  Antonio  . 

Trust  (non-deposit) 
Trust  (non-deposit) 

February  26 
May  9 
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Mew,  full-service  national  bank  charters  issued,  January  1  to  June  30,  1997 


Title  and  location  of  bank 

Charter  number 

Date  opened 

Arizona 

Home  National  Bank,  Scottsdale . 

023108 

January  16 

Arkansas 

First  Community  Bank,  N.A.,  Conway  . 

023270 

January  31 

California 

Coast  National  Bank,  San  Luis  Obispo  . 

023222 

June  16 

Colorado 

First  National  Bank  of  Boulder  County,  Boulder . 

023194 

March  13 

Georgia 

Sapelo  National  Bank,  Darien  . 

023093 

May  29 

Illinois 

Metrobank — Illinois,  N.A.,  East  Moline . 

023217 

January  21 

Indiana 

Hometown  National  Bank,  New  Albany . 

023090 

March  22 

Iowa 

First  Interim  Bank  of  Mason  City,  N.A.,  Mason  City  . 

023384 

May  31 

First  Interim  Bank  of  Pella,  N.A.,  Pella . 

023383 

May  31 

First  Interim  Bank  of  Nevada,  N.A.,  Nevada  . 

023382 

May  31 

First  Interim  Bank  of  Rock  Valley,  N.A.,  Rock  Valley . 

023381 

May  31 

First  Interim  Bank  of  West  Des  Moines,  N.A.,  West  Des  Moines  .... 

023380 

May  31 

First  Interim  Bank  of  Red  Oak,  N.A.,  Red  Oak . 

023379 

May  31 

First  Interim  Bank  of  Des  Moines,  N.A.,  Des  Moines  . 

023377 

May  31 

First  Interim  Bank  of  Williamsburg,  N.A.,  Williamsburg . 

023376 

May  31 

First  Interim  Bank  of  Doon,  N.A.,  Doon  . 

023375 

May  31 

First  Interim  Bank  of  Davenport,  N.A.,  Davenport  . 

023374 

May  31 

First  Interim  Bank  of  Clear  Lake,  N.A.,  Clear  Lake . 

023373 

May  31 

First  Interim  Bank  of  Carlisle,  N.A.,  Carlisle . 

023372 

May  31 

First  Interim  Bank  of  Ankeny,  N.A.,  Ankeny  . 

023371 

May  31 

First  Interim  Bank  of  Altoona,  N.A.,  Altoona . 

023370 

May  31 

First  Interim  Bank  of  Wellman,  N.A.,  Wellman  . 

023369 

May  31 

First  Interim  Bank  of  Knoxville,  N.A.,  Knoxville . 

023368 

May  31 

First  Interim  Bank  of  Iowa  Falls,  N.A.,  Iowa  Falls  . 

023367 

May  31 

First  Interim  Bank  of  Hampton,  N.A.,  Hampton  . 

023366 

May  31 

Kentucky 

Citizens  Commerce  National  Bank,  Versailles  . 

023092 

November  12 

Michigan 

Old  Kent  Bank,  N.A.,  Jonesville . 

023174 

March  1 

Minnesota 

First  American  Bank,  N.A.,  Moorhead  . 

023204 

January  13 

Centennial  National  Bank,  Walker  . 

023157 

February  10 

Mississippi 

April  18 

Whitney  National  Bank  of  Mississippi,  Gulfport  . 

023322 

Missouri 

Chester  National  Bank  of  Missouri,  Perryville . 

023159 

October  5 

Nebraska 

UMB  Bank  Omaha,  N.A.,  Omaha  . 

023188 

March  3 

Ogallala  National  Bank,  Ogallala . 

023319 

April  28 
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Mew,  full-service  national  bank  charters  issued,  January  1  to  June  30,  1997  (continued) 


Title  and  location  of  bank 

Charter  number 

Date  opened 

Ohio 

Great  Lakes  National  Bank  Ohio,  Hamilton  . 

023268 

April  7 

Oklahoma 

Bank  of  the  Lakes,  N.A.,  Owasso  . 

023235 

February  18 

Landmark  Bank,  N.A.,  Ada  . 

023055 

February  21 

Bank  of  Commerce,  N.A.,  Catoosa  . 

023265 

June  2 

Pennsylvania 

Keystone  National  Bank,  Lancaster . 

023176 

January  6 

South  Dakota 

Security  National  Bank  of  South  Dakota,  Dakota  Dunes . 

023226 

May  1 

First  Bank  of  South  Dakota  (N.A.),  Sioux  Falls . 

023395 

May  31 

Texas 

Dallas  National  Bank,  Dallas . 

023143 

January  30 

Eagle  National  Bank,  Dallas  . 

022971 

February  28 

Ballinger  National  Bank,  Ballinger . 

023183 

April  1 

First  National  Bank,  Rotan . 

023182 

April  1 

Liberty  National  Bank,  Granbury . 

023147 

April  3 

Washington 

Harbor  Bank,  N.A.,  Gig  Harbor . 

023218 

June  1 1 
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New,  limited-purpose  national  bank  charters  issued,  January  1  to  June  30,  1997 


Title  and  location  of  bank 

Charter  number 

Date  opened 

Colorado 

FNC  Trust  Group,  N.A.,  Boulder  . 

023360 

May  2 

Delaware 

First  Union  Trust  Company,  N.A.,  Wilmington . 

023201 

January  15 

Florida 

Mellon  Trust  of  Florida,  N.A.,  Aventura . 

023273 

May  15 

Georgia 

First  Union  Direct  Bank,  N.A.,  Augusta  . 

023342 

June  2 

Indiana 

Forethought  National  Trustbank,  Batesville  . 

023246 

February  17 

Louisiana 

Mercantile  Stores  National  Bank,  Baton  Rouge  . 

023324 

June  24 

New  Hampshire 

BankBoston  (NH),  N.A.,  Nashua  . 

023239 

April  24 

Ohio 

Mid  Am  Private  Trust,  N.A.,  Cincinnati . 

023245 

January  29 

Reliance  Financial  Services,  N.A.,  Defiance  . 

023317 

April  1 

Oregon 

U.S.  Bank  Trust  Company,  N.A.,  Portland  . 

023412 

June  1 1 

South  Dakota 

United  Credit  National  Bank,  Sioux  Falls . 

023116 

February  3 

Texas 

Charter  Trust  Company,  N.A.,  Houston  . 

023168 

March  31 

The  Trust  Company,  N.A.,  San  Antonio  . 

023236 

May  14 

Virginia 

MainStreet  Trust  Company,  N.A.,  Martinsville . 

023149 

January  2 

FMB  Trust  Company,  N.A.,  McLean . 

023196 

January  21 
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State-chartered  banks  converted  to  full-service  national  banks,  January  1  to  June  30,  1997 


Title  and  location  of  bank 

Effective  date 

Total  assets 

Alaska 

KeyBank,  N  A  ,  (023280),  conversion  of  Key  Bank  of  Alaska,  Anchorage . 

January  13 

$911,329,000 

Colorado 

KeyBank,  N  A  ,  (023274),  conversion  of  Key  Bank  of  Colorado,  Fort  Collins . 

January  13 

1,290,245,000 

Idaho 

KeyBank,  N  A  ,  (023282),  conversion  of  Key  Bank  of  Idaho,  Boise . 

January  13 

1,404,586,000 

Illinois 

Metrobank,  N  A  ,  (023175),  conversion  of  Metrobank,  East  Moline  . 

January  21 

236,867,000 

Mt  Carmel  National  Bank  (023252),  conversion  of  Bank  of  Mt.  Carmel,  Mt.  Carmel 

February  14 

99,272,000 

Bank  One.  Illinois,  N.A.,  (023237),  conversion  of  Bank  One,  Springfield,  Springfield  . 

February  15 

692,379,000 

Algonquin  State  Bank,  N.A.,  (023302),  conversion  of  Algonquin  State  Bank,  Algonquin  .... 

April  1 

118,740,000 

Castle  Bank  Harvard,  N.A.,  (023261),  conversion  of  First  State  Bank  of  Harvard,  Harvard  . 

April  1 

73,284,000 

Kansas 

UMB  Bank  Kansas,  N.A.,  (023206),  conversion  of  UMB  Bank  Kansas,  Overland  Park 

April  26 

738,607,000 

Maine 

KeyBank,  N.A.,  (023281),  conversion  of  Key  Bank  of  Maine,  Portland 

January  13 

3,791,850,000 

Maryland 

Mellon  Bank  (MD),  N.A.,  (023240),  conversion  of  Mellon  Bank  (MD),  Rockville 

Minnesota 

Marquette  Bank  Rochester,  N.A.,  (023214), 

February  15 

520,277,000 

conversion  of  Marquette  Bank  Rochester,  Rochester 

First  American  Bank,  N.A.,  (023285), 

December  30,  1996 

198,475,000 

conversion  of  First  American  Bank  of  Alexandria,  Alexandria 

First  American  Bank,  N.A.,  (023286), 

March  1 

209,895,000 

conversion  of  First  American  Bank  of  Brainerd,  Brainerd 

First  American  Bank,  N.A.,  (023287), 

March  1 

134,429,000 

conversion  of  First  American  Bank  of  Breckenridge,  Breckenridge 

First  American  Bank,  N.A.,  (023288), 

March  1 

58,766,000 

conversion  of  First  American  Bank  of  Detroit  Lakes,  Detroit  Lakes 

First  American  Bank,  N.A.,  (023289), 

March  1 

112,892,000 

conversion  of  First  American  Bank  of  International  Falls,  International  Falls 

First  American  Bank,  N.A.,  (023294), 

March  1 

56,838,000 

conversion  of  First  American  Bank  Southwest  Marshall 

First  American  Bank,  N.A.,  (023290), 

March  1 

122,993,000 

conversion  of  First  American  Bank  Metro,  South  St  Paul 

First  American  Bank,  N.A.,  (023298), 

March  1 

244,019,000 

conversion  of  First  American  Bank  of  Willmar,  Willmar 

March  1 

153,275,000 

Fortress  Bank,  N  A  ,  (023410),  conversion  of  Fortress  Bank  Houston 

June  16 

43,725,000 

Nebraska 

Wauneta  Falls  Bank,  NA,  (023318),  conversion  of  Wauneta  Falls  Bank,  Wauneta 

April  14 

29,866,000 

New  Hampshire 

KeyBank,  N  A  .  (023284),  conversion  of  Key  Bank,  Bedford 

January  13 

10,029,000 

New  York 

KeyBank  N  A  (023279),  conversion  of  Key  Bank  of  New  York,  Albany 

North  Dakota 

First  American  Bank,  N  A  ,  (023291), 

January  13 

15,091,340,000 

conversion  of  First  American  Bank  North  Dakota  Lisbon 

March  1 

9 1  632  000 

F  'st  American  Bank  N  A  .  (023297),  conversion  of  First  American  Bank  West,  Minot 

First  American  Bank.  N  A  ,  (023296), 

March  1 

320,036.000 

conversion  of  First  American  Bank  of  Wahpeton.  Wahpeton 

First  American  Bank,  N  A  .  (023295), 

March  1 

120.000 

conversion  of  First  American  Bank  Valley,  Grand  Forks 

* 

March  3 

156.839,000 
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State-chartered  banks  converted  to  full-service  national  banks,  January  1  to  June  30,  1997  (continued) 


Title  and  location  of  bank 

Effective  date 

Total  assets 

Ohio 

Liberty  Bank,  N.A.,  (023264),  conversion  of  Liberty  State  Bank,  Twinsburg . 

February  1 

32,513,000 

Oregon 

KeyBank,  N.A.,  (023275),  conversion  of  Key  Bank  of  Oregon,  Portland  . 

January  13 

2,956,166,000 

South  Dakota 

Stockmens  Bank,  N.A.,  (023197),  conversion  of  Stockmens  Bank,  Martin . 

March  1 

27,272,000 

Utah 

KeyBank,  N.A.,  (023276),  conversion  of  Key  Bank  of  Utah,  Salt  Lake  City  . 

January  13 

1,388,404,000 

Vermont 

KeyBank,  N.A.,  (023277),  conversion  of  Key  Bank  of  Vermont,  Burlington  . 

January  13 

703,261,000 

Washington 

KeyBank,  N.A.,  (023278),  conversion  of  Key  Savings  Bank,  Tacoma  . 

KeyBank,  N.A.,  (023347),  conversion  of  Key  Bank  of  Washington,  Tacoma . 

January  13 

March  5 

347,404,000 

8,066,911,000 

West  Virginia 

Blue  Ridge  Bank,  N.A.,  (023326),  conversion  of  Blue  Ridge  Bank,  Inc.,  Martinsburg  . 

Peoples  National  Bank  (023327), 

conversion  of  The  Peoples  Bank  of  Point  Pleasant,  Point  Pleasant . 

First  State  Bank  and  Trust,  N.A.,  (023328), 

conversion  of  First  State  Bank  &  Trust,  Rainelle . 

Peoples  State  Bank,  N.A.,  (023355),  conversion  of  Peoples  State  Bank,  Inc.,  Clarksburg  .  .  . 
Bank  of  Ripley,  N.A.,  (023356),  conversion  of  Bank  of  Ripley,  Ripley . 

April  17 

April  17 

April  17 

May  30 

May  30 

85,013,307,000 

121,900,612,000 

81,620,596,000 

21,886,000 

65,374,000 

Wisconsin 

First  American  Bank,  N.A.,  (023300), 

conversion  of  First  American  Bank  Wisconsin,  Menomonie  . 

Evergreen  Bank,  N.A.,  (023221),  conversion  of  Evergreen  State  Bank,  Poy  Sippi . 

March  1 

May  7 

296,088,000 

56,364,000 

Wyoming 

KeyBank,  N.A.,  (023283),  conversion  of  Key  Bank  of  Wyoming,  Cheyenne . 

January  13 

1,251,514,000 
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State-chartered  banks  converted  to  limited-purpose  national  banks,  January  1  to  June  30,  1997 


Title  and  location  of  bank 

Effective  date 

Total  assets 

Alaska 

KeyTrust  Company  N  A  (023314), 

conversion  of  Key  Trust  Company  of  Alaska,  Anchorage . 

January 

6,699,000 

Delaware 

Fleet  Bank  (Delaware),  N.A.  (023177), 

conversion  of  Fleet  Bank  (Delaware),  Wilmington  . 

May  6 

1,409,005,000 

Kentucky 

Trust  Company  of  Kentucky,  N.A.  (023263), 

conversion  of  Trust  Company  of  Kentucky,  Ashland . 

June  1 

1,150,000 

Maine 

KeyTrust  Company  N.A.  (023310),  conversion  of  Key  Trust  Company  of  Maine,  Portland 

January  13 

10,898,000 

New  York 

KeyTrust  Company  N.A.  (023313),  conversion  of  Key  Trust  Company,  Albany 

January  13 

12,891,000 

Texas 

Southwest  Guaranty  Trust  Company,  N.A.  (023234), 

conversion  of  Southwest  Guaranty  Trust  Company,  Houston 

March  27 

2,364,000 

Washington 

KeyTrust  Company  N.A.  (023309), 

conversion  of  Key  Trust  Company  of  the  Northwest,  Seattle  . 

January  13 

4,513,000 

Wisconsin 

Associated  Trust  Company,  N.A.  (023250), 

conversion  of  Associated  Trust  Company,  Inc.,  Milwaukee 

Wood  County  Trust  Company,  N.A.  (023121), 

conversion  of  Cottage  Grove  State  Bank,  Wisconsin  Rapids  . 

April  10 

January  2 

2,720,000 

1,988,000 

Wyoming 

KeyTrust  Company  N.A.  (023311), 

conversion  of  Key  Trust  Company  of  the  West,  Cheyenne 

January  13 

2,668,000 
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Monbanking  institutions  converted  to  full-service  national  banks,  January  1  to  June  30,  1997 


Title  and  location  of  bank 

Effective  date 

Total  assets 

Arkansas 

Forrest  City  Bank,  N.A.,  (023195),  conversion  of  Forrest  City  Bank,  FSB,  Forrest  City . 

January  1 

$50,946,000 

Illinois 

Chester  National  Bank  (023158),  conversion  of  Chester  Saving  Bank,  FSB,  Chester . 

Damen  National  Bank  (023233), 

conversion  of  Damen  Federal  Bank  for  Savings,  Schaumburg . 

TCF  National  Bank  Illinois  (023254),  conversion  of  TCF  Bank  Illinois,  FSB,  Chicago . 

October  5,  1996 

February  27 

April  7 

136,806,000 

223,119,000 

29,640,000 

Michigan 

Great  Lakes  National  Bank  Michigan  (023255), 

conversion  of  Great  Lakes  Bancorp,  an  FSB,  Ann  Arbor  . 

April  7 

60,822,000 

Minnesota 

TCF  National  Bank  Minnesota  (023253),  conversion  of  TCF  Bank  Minnesota,  FSB,  Minneapolis 

April  7 

221,010,000 

Missouri 

Investors  Federal  Bank,  N.A.,  (023232), 

conversion  of  Investors  Federal  Bank  and  Savings  Association,  Chillicothe . 

January  30 

54,647,000 

Ohio 

Century  National  Bank  (023106),  conversion  of  Mutual  Federal  Savings  Bank,  Zanesville  .  .  . 

April  7 

342,722,000 

Wisconsin 

TCF  National  Bank  Wisconsin  (023256), 

conversion  of  TCF  Bank  Wisconsin  FSB,  Milwaukee  . 

April  7 

21,092,000 

Wyoming 

First  Interim  Bank  of  Casper,  N.A.,  (023387), 

conversion  of  First  Interim  Bank  of  Casper,  FSB,  Casper . 

First  Interim  Bank  of  Cheyenne,  N.A.,  (023386), 

conversion  of  First  Interim  Bank  of  Cheyenne,  FSB,  Cheyenne  . 

May  31 

May  31 

120,000 

120,000 
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National  banks  converted  out  of  the  national  banking  system,  January  1  to  June  30,  1997 


Title  and  location  of  bank 

Effective  date 

Total  assets 

California 

Santa  Lucia  National  Bank,  Atascadero  (018691) . 

May  30 

$81,298,000 

Kansas 

American  National  Bank,  Wichita  (020192) . 

January  2 

148,993,000 

Maryland 

Allegiance  Bank,  N.A.,  Bethesda  (021312) . 

February  1 

154,539,000 

New  Mexico 

Interamerica  Bank,  N.A.,  Albuquerque  (016486)  .... 

December  10,  1996 

20,620,000 

Oklahoma 

Rockwell  Bank,  N.A.,  Oklahoma  City  (017091) 

May  1 

49,000,000 

South  Dakota 

BANKFIRST,  N.A.,  Sioux  Falls  (022951) 

March  31 

70,201,000 
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National  banks  merged  out  of  the  national  banking  system,  January  1  to  June  30,  1997 


Title  and  location  of  bank 


California 

El  Camino  National  Bank,  Lompoc . 

Alameda  First  National  Bank,  Alameda . 

Lamorinda  National  Bank,  Lafayette . 

The  Bank  of  Milpitas,  N.A.,  Milpitas  . 

Community  First  National  Bank,  Pleasanton  . 

District  of  Columbia 

Citizens  Bank  of  Washington,  N.A.,  Washington  . 

Florida 

First  National  Bank  of  Lake  Park,  Lake  Park  . 

Enterprise  National  Bank  of  Jacksonville,  Jacksonville  . 

Island  National  Bank  and  Trust  Company,  Palm  Beach . 

Illinois 

First  National  Bank  and  Trust  Company  in  Gibson  City,  Gibson  City 

Iowa 

American  Interstate  Bank,  N.A.,  Paullina . 

American  Interstate  Bank,  N.A.,  Walnut  . 

East  Des  Moines  National  Bank,  Des  Moines  . 

Louisiana 

Southeast  National  Bank,  Hammond . 

West  Carroll  National  Bank  of  Oak  Grove,  Oak  Grove . 

Maryland 

George  Mason  Bank,  N.A.,  Bethesda . 

Michigan 

First  National  Bank  in  Ontonagon,  Ontonagon  . 

Missouri 

Union  Planters  Bank  of  Perryville,  N.A.,  Perryville . 

New  Jersey 

The  Chase  Manhattan  Bank,  N.A.,  Morristown  . 

Tennessee 

The  First  National  Bank  of  Gatlinburg,  Gatlinburg . 

Texas 

First  National  Bank  of  Goldthwaite,  Goldthwaite  . 

First  Northwestern  Bank,  N.A.,  Houston  . 

Commerce  National  Bank,  College  Station  . 

The  First  National  Bank  of  Rowena,  Rowena . 

Norwest  Bank  Texas,  Bay  City,  N.A.,  Bay  City . 

Washington 

Northwestern  Bank,  N.A.,  Bremerton  . 

West  Virginia 

The  National  Bank  of  West  Virginia,  Morgantown  . 

Wisconsin 

Bank  One,  Appleton,  N.A.,  Appleton  . 

Bank  One,  Elkhorn,  N.A.,  Elkhorn . 

Bank  One,  Janesville,  N.A.,  Janesville  . 

Bank  One,  Milwaukee,  N.A.,  Milwaukee  . 

Bank  One,  Oshkosh,  N.A.,  Oshkosh . 

Bank  One,  Wisconsin,  N.A.,  Racine  . 

Bank  One,  Stevens  Point,  N.A.,  Stevens  Point . 

Wyoming 

First  Interstate  Bank  of  Wyoming,  N.A.,  Casper  . 


Effective  date 

Charter  number 

January  10 

022031 

March  13 

015347 

March  13 

017640 

March  13 

021907 

March  13 

021446 

March  13 

015656 

November  1 ,  1996 

018340 

January  14 

021418 

April  3 

021618 

February  28 

005322 

April  1 

010812 

April  1 

022419 

May  12 

015085 

January  17 

018306 

March  14 

014593 

June  9 

017786 

February  4 

013929 

August  1 ,  1996 

011402 

December  1 ,  1996 

017146 

March  21 

014653 

January  31 

018321 

February  28 

018228 

April  17 

016953 

June  13 

012408 

June  20 

006062 

January  14 

016819 

December  30,  1996 

022049 

December  7,  1996 

015580 

December  7,  1996 

000873 

December  7,  1996 

000083 

December  7,  1996 

005458 

December  7,  1996 

013806 

December  7,  1996 

018732 

December  7,  1996 

004912 

June  6 

006850 
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Federal  branches  and  agencies  of  foreign  banks  in  operation,  January  1  to  June  30,  1997 


In  operation 
January  1 

Opened 

January  1 — June  30 

Closed 

January  1 — June  30 

Federal  branches 

California 

3 

0 

0 

Connecticut  . 

1 

0 

0 

District  of  Columbia  .  . 

1 

0 

0 

New  York . 

45 

0 

0 

Washington  . 

1 

0 

0 

Limited  federal  branches 

California . 

7 

0 

0 

District  of  Columbia  . 

2 

0 

0 

New  York . 

4 

0 

0 

Federal  agencies 

Florida . 

1 

0 

0 

Illinois  . 

1 

0 

0 

Total  United  States  .  . 

66 

0 

0 

In  operation 
June  30 


3 

1 

1 

45 

1 


7 

2 

4 


1 

1 

66 
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Statistical  Tables  on  the  Financial  Performance 
of  National  Banks 


Page 


Assets,  liabilities,  and  capital  accounts  of  national  banks,  June  30,  1996  and  June  30,  1997  . 

Quarterly  income  and  expenses  of  national  banks,  second  quarter  1996  and  second  quarter  1997  .  .  .  . 

Year-to-date  income  and  expenses  of  national  banks,  through  June  30,  1996  and  through 

June  30,  1997  . 

Assets  of  national  banks  by  asset  size,  June  30,  1997  . 

Past-due  and  nonaccrual  loans  and  leases  of  national  banks  by  asset  size,  June  30,  1997  . 

Liabilities  of  national  banks  by  asset  size,  June  30,  1997  . 

Off-balance-sheet  items  of  national  banks  by  asset  size,  June  30,  1997  . 

Quarterly  income  and  expenses  of  national  banks  by  asset  size,  second  quarter  1997  . 

Year-to-date  income  and  expenses  of  national  banks  by  asset  size,  through  June  30,  1997  . 

Quarterly  net  loan  and  lease  losses  of  national  banks  by  asset  size,  second  quarter  1997  . 

Year-to-date  net  loan  and  lease  losses  of  national  banks  by  asset  size,  through  June  30,  1997  . 

Number  of  national  banks  by  state  and  asset  size,  June  30,  1997  . 

Total  assets  of  national  banks  by  state  and  asset  size,  June  30,  1997  . 


139 

140 

141 

142 

143 

144 

145 

146 

147 

148 

149 

150 

151 


Tables  are  provided  by  the  Financial  and  Statistical  Analysis  Division  and  include  data  for  nationally  chartered,  FDIC-insured  commercial 
banks  that  file  a  quarter-end  call  report.  Data  for  the  current  period  are  preliminary  and  subject  to  revision.  Figures  in  the  tables  may  not  sum 

to  totals  because  of  rounding. 
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Assets,  liabilities,  and  capital  accounts  of  national  banks 
June  30,  1996  and  June  30,  1997 

(Dollar  figures  in  millions) 


Change 

June  30,  1997 

June  30,  1997 

June  30,  1996- 

June  30,  1997 

fully  consolidated 

Consolidated 

Consolidated 

foreign  and 

foreign  and 

Amount 

Percent 

domestic 

domestic 

Number  of  institutions  . 

2,763 

2,656 

(107) 

(3.87) 

Total  assets:  . 

$2,538,673 

$2,688,044 

$149,371 

5.88 

Cash  and  balances  due  from  depositories:  . 

181,422 

198,539 

17,116 

9.43 

Noninterest-bearing  balances,  currency,  and  coin  . 

131,349 

140,015 

8,666 

6.60 

Interest  bearing  balances . 

50,073 

58,524 

8,451 

16.88 

Securities: . 

399,793 

408,303 

8,510 

2.13 

Held-to-maturity  securities,  amortized  cost  . 

72,833 

71,873 

(961) 

(1.32) 

Available-for-sale  securities,  fair  value . 

326,960 

336,430 

9,470 

2.90 

Federal  funds  sold  and  securities  purchased . 

92,693 

96,054 

3,362 

3.63 

Net  loans  and  leases:  . 

1,596,815 

1,712,643 

115,828 

7.25 

Total  loans  and  leases:  . 

1,629,381 

1,746,593 

117,212 

7.19 

Loans  and  leases,  gross . 

1,632,208 

1,749,227 

117,019 

7.17 

Less:  Unearned  income  . 

2,827 

2,634 

(193) 

(6.82) 

Less:  Reserve  for  losses  . 

32,566 

33,950 

1,384 

4.25 

Assets  held  in  trading  account  . 

93,822 

84,075 

(9,747) 

(10.39) 

Other  real  estate  owned  . 

3,040 

2,452 

(588) 

(19.34) 

Intangible  assets . 

34,411 

45,334 

10,923 

31.74 

All  other  assets  . 

136,677 

140,644 

3,967 

2.90 

Total  liabilities  and  equity  capital:  . 

2,538,673 

2,688,044 

149,371 

5.88 

Deposits  in  domestic  offices  . 

1,489,212 

1,580,933 

91,720 

6.16 

Deposits  in  foreign  offices  . 

305,914 

298,392 

(7,523) 

(2.46) 

Total  deposits:  . 

1,795,126 

1,879,324 

84,198 

4.69 

Noninterest-bearing  deposits  . 

379,477 

405,623 

26,146 

6.89 

Interest-bearing  deposits  . 

1,415,649 

1,473,701 

58,052 

4.10 

Federal  funds  purchased  and  securities  sold  . 

183,669 

207,725 

24,056 

13.10 

Demand  notes  issued  to  U.S.  Treasury  . 

14,035 

16,547 

2,512 

17.90 

Other  borrowed  money: . 

173,978 

189,708 

15,731 

9.04 

With  remaining  maturity  of  one  year  or  less  . 

116,930 

127,600 

10,670 

9.12 

With  remaining  maturity  of  more  than  one  year  . 

57,048 

62,109 

5,061 

8.87 

Trading  liabilities  less  revaluation  losses  . 

12,727 

12,936 

209 

1.64 

Subordinated  notes  and  debentures  . 

32,647 

35,164 

2,517 

7.71 

All  other  liabilities:  . 

118,701 

114,158 

(4,543) 

(3.83) 

Trading  liabilities  revaluation  losses . 

45,348 

38,331 

(7,016) 

(15.47) 

Other  . 

73,353 

75,826 

2,473 

3.37 

Total  equity  capital:  . 

.  .  .  .  207,790 

232,481 

24,692 

11.88 

Perpetual  preferred  stock  . '  •  • 

485 

429 

(56) 

(11.49) 

Common  stock  . 

18,881 

17,678 

(1,203) 

(6.37) 

98,000 

112,016 

14,016 

14.30 

Net  undivided  profits  and  capital  reserves  . 

91,107 

103,127 

12,020 

13.19 

Cumulative  foreign  currency  translation  adjustment  . 

(683) 

(768) 

(85) 

NM 

NM  indicates  calculated  percent  change  is  not  meaningful. 
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Quarterly  income  and  expenses  of  national  banks 

Second  quarter  1996  and  second  quarter  1997 
(Dollar  Figures  in  millions) 

Second  quarter 

Second  quarter 

Change 

Second  quarter,  1996- 

1996 

1997 

second  quarter,  1997 

Consolidated 
foreign  and 

Consolidated 
foreign  and 

fully  consolidated 

Amount  Percent 

domestic 

domestic 

Number  of  institutions . 

2,656 

(107)  (3.87) 

Net  income:  . 

Net  interest  income: . 

Total  interest  income: . 

On  loans  . 

From  lease  financing  receivables . 

On  balances  due  from  depositories . 

On  securities . 

From  assets  held  in  trading  account . 

On  federal  funds  sold  and  securities  repurchased 

Less:  Interest  expense: . 

On  deposits . 

Of  federal  funds  purchased  and  securities  sold . 

On  demand  notes  and  other  borrowed  money* . 

On  subordinated  notes  and  debentures . 

Less:  Provision  for  losses . 

Noninterest  income: . 

From  fiduciary  activities . 

Service  charges  on  deposits . 

Trading  revenue:  . 

From  interest  rate  exposures . 

From  foreign  exchange  exposures . 

From  equity  security  and  index  exposures . 

From  commodity  and  other  exposures 

Total  other  noninterest  income . 

Gains/losses  on  securities  . 

Less:  Noninterest  expense: . 

Salaries  and  employee  benefits . 

Of  premises  and  fixed  assets . 

Other  noninterest  expense . 

Less:  Taxes  on  income  before  extraordinary  items 
Income/loss  from  extraordinary  items,  net  of  income  taxes 

Memoranda 

Net  operating  income . 

Income  before  taxes  and  extraordinary  items 

Income  net  of  taxes  before  extraordinary  items . 

Cash  dividends  declared . 

Met  charge-offs  to  loan  and  lease  reserve: 

Charge-offs  to  loan  and  lease  reserve 
1  ess  Recoveries  credited  to  loan  and  lease  reserve . 

'  Includes  mortgage  indebtedness 

MM  ndicates  calculated  percent  change  is  not  meaningful. 


$7,993 

$8,783 

$791 

9.89 

24,029 

25,932 

1,904 

7.92 

45,323 

48,355 

3,032 

6.69 

34,948 

37,684 

2,736 

7.83 

860 

1,107 

247 

28.74 

871 

849 

(22) 

(2.56) 

6,493 

6,707 

214 

3.29 

855 

745 

(109) 

(12.80) 

1,296 

1,244 

(53) 

(4.05) 

21,295 

22,423 

1,128 

5.30 

15,189 

16,119 

930 

6.12 

2,504 

2,580 

76 

3.04 

3,091 

3,113 

23 

0.73 

511 

598 

87 

16.98 

2,233 

3,167 

934 

41.83 

14,717 

15,504 

787 

5.35 

1,831 

1,892 

60 

3.30 

2,775 

3,058 

284 

10.22 

1,068 

792 

(276) 

(25.81) 

497 

339 

(158) 

(31.86) 

506 

570 

63 

12.54 

6 

(107) 

(113) 

NM 

59 

(10) 

(68) 

NM 

9,043 

9,721 

678 

7.50 

21 

233 

213 

NM 

23,928 

24,810 

882 

3.69 

9,735 

9,979 

243 

2.50 

3,101 

3,140 

39 

1.26 

11,091 

11,691 

600 

5.41 

4,641 

4,914 

273 

5.89 

28 

5 

(23) 

(82.47) 

7,950 

8,629 

679 

8.54 

12,605 

13,693 

1,087 

8.63 

7,964 

8,778 

814 

10.22 

5,323 

6,054 

731 

13.72 

2,278 

2,966 

687 

30.17 

3,263 

3,961 

698 

21.39 

985 

995 

11 

1.08 
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Year-to-date  income  and  expenses  of  national  banks 
Through  June  30,  1996  and  through  June  30,  1997 

(Dollar  figures  in  millions) 


Change 

June  30,  1996 

June  30,  1997 

June  30, 

1996- 

June  30,  1997 

fully  consolidated 

Consolidated 

Consolidated 

foreign  and 

foreign  and 

Amount 

Percent 

domestic 

domestic 

Number  of  institutions  . 

2,763 

2,656 

(107) 

(3.87) 

Net  income: . 

$14,718 

$17,405 

$2,687 

18.26 

Net  interest  income:  . 

46,897 

51,372 

4,475 

9.54 

Total  interest  income:  . 

89,202 

95,541 

6,339 

7.11 

On  loans  . 

68,791 

74,334 

5,543 

8.06 

From  lease  financing  receivables  . 

1,644 

2,170 

526 

31.98 

On  balances  due  from  depositories . 

1 ,725 

1,651 

(74) 

(4.27) 

On  securities . 

12,773 

13,158 

385 

3.01 

From  assets  held  in  trading  account  . 

1,683 

1,417 

(266) 

(15.83) 

On  federal  funds  sold  and  securities  repurchased  . 

2,586 

2,811 

225 

8.69 

Less:  Interest  expense: . 

42,305 

44,169 

1,864 

4.41 

On  deposits  . 

30,116 

31,642 

1,526 

5.0/ 

Of  federal  funds  purchased  and  securities  sold  . 

5,059 

5,346 

287 

5.68 

On  demand  notes  and  other  borrowed  money* . 

6,109 

6,023 

(86) 

(1.41) 

On  subordinated  notes  and  debentures  . 

1,021 

1,158 

137 

13.43 

Less:  Provision  for  losses  . 

4,277 

5,904 

1,628 

38.06 

Noninterest  income: . 

28,052 

30,606 

2,553 

9.10 

From  fiduciary  activities . 

3,542 

3,695 

152 

4.29 

Service  charges  on  deposits . 

5,299 

6,056 

757 

14.28 

Trading  revenue: . 

1,907 

1,815 

(92) 

(4.82) 

From  interest  rate  exposures . 

889 

788 

(101) 

(11.37) 

From  foreign  exchange  exposures  . 

883 

986 

102 

1 1 .57 

From  equity  security  and  index  exposures  . 

49 

25 

(24) 

(49.73) 

From  commodity  and  other  exposures  . 

86 

17 

(69) 

(79.71) 

Total  other  noninterest  income  . 

17,304 

19,040 

1,736 

10.03 

Gains/losses  on  securities  . 

292 

432 

140 

47.77 

Less:  Noninterest  expense:  . 

47,854 

49,330 

1,476 

3.09 

Salaries  and  employee  benefits . 

19,081 

19,999 

918 

4.81 

Of  premises  and  fixed  assets  . 

6,049 

6,345 

296 

4.90 

Other  noninterest  expense  . 

22,724 

22,986 

261 

1.15 

Less:  Taxes  on  income  before  extraordinary  items  . 

8,480 

9,799 

1,319 

15.55 

Income/loss  from  extraordinary  items,  net  of  income  taxes . 

87 

29 

(58) 

(66.69) 

Memoranda: 

Net  operating  income  . 

14,441 

17,099 

2,658 

18.41 

Income  before  taxes  and  extraordinary  items  . 

23,112 

27,175 

4,064 

17.58 

Income  net  of  taxes  before  extraordinary  items  . 

14,631 

17,376 

2,745 

18.76 

Cash  dividends  declared  . 

10,049 

11,518 

1,469 

14.62 

Net  charge-offs  to  loan  and  lease  reserve:  . 

4,469 

5,709 

1,239 

27.73 

Charge-offs  to  loan  and  lease  reserve . 

6,244 

7,735 

1,491 

23.89 

Less:  Recoveries  credited  to  loan  and  lease  reserve . 

1,774 

2,026 

252 

14.20 

*  Includes  mortgage  indebtedness 

NM  indicates  calculated  percent  change  is  not  meaningful. 
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Number  of  institutions  reporting  . 


Total  assets:  . 

Cash  and  balances  due  from  . .  . 

Securities  . 

Federal  funds  sold  and  securities 

purchased  . 

Net  loans  and  leases:  . 

Total  loans  and  leases . 

Loans  and  leases,  gross 
Less:  Unearned  income 

Less:  Reserve  for  losses  . 

Assets  held  in  trading  account  . 

Other  real  estate  owned . 

Intangible  assets . 

All  other  assets  . 


Gross  loans  and  leases  by  type: 

Loans  secured  by  real  estate:  . 

1-4  family  residential  mortgages  .  .  . 

Home  equity  loans . 

Multifamily  residential  mortgages  .  .  . 

Commercial  RE  loans  . 

Construction  RE  loans . 

Farmland  loans  . 

RE  loans  from  foreign  offices . 

Commercial  and  industrial  loans  .... 

Loans  to  individuals:  . 

Credit  cards  . 

Installment  loans  . 

All  other  loans  and  leases  . 

Securities  by  type: 

U  S.  Treasury  securities 
Mortgage-backed  securities:  . 

Pass-through  securities . 

Collateralized  mortgage  obligations  . 

Other  securities:  . 

Other  U  S  government  securities 
State  and  local  government  securities 

Other  debt  securities . 

Equity  securities  . 


Memoranda 

Agricultural  production  loans 

Pledged  securities . 

Book  value  of  securities:  .  . 
Available-for-sale  securities 
Held-to-maturity  securities 
Market  value  of  securities 
Available-for-sale  securities 
Held-to-maturity  securities 


Assets  of  national  banks  by  asset  size 
June  30,  1997 

(Dollar  figures  in  millions) 


National  banks 

Memoranda 

All 

Less  than 

$100 

$1  billion 

Greater 

All 

national 

$100 

million  to 

to  $10 

than  $10 

commercial 

banks 

million 

$1  billion 

billion 

billion 

banks 

2,656 

1,427 

1,036 

151 

42 

9,308 

$2,688,044 

$70,521 

$267,491 

$488,850 

$1,861,181 

$4,771,162 

198,539 

3,809 

13,394 

33,533 

147,802 

325,790 

408,303 

20,948 

72,059 

90,426 

224,870 

820,482 

96,054 

2,928 

8,338 

19,385 

65,403 

245,158 

$1,712,643 

39,864 

160,917 

316,603 

1,195,258 

2,811,912 

1,746,593 

40,406 

163,413 

324,352 

1,218,422 

2,866,461 

1,749,227 

40,597 

163,854 

324,537 

1,220,238 

2,871,605 

2,634 

191 

441 

185 

1,817 

5,144 

33,950 

542 

2,496 

7,749 

23,164 

54,548 

84,075 

9 

134 

1,515 

82,417 

270,969 

2,452 

100 

275 

320 

1,757 

4,380 

45,334 

194 

1,809 

8,357 

34,974 

56,734 

226,619 

4,846 

9,164 

20,386 

192,224 

364,187 

693,501 

22,701 

96,179 

131,539 

443,081 

1,194,538 

349,266 

11,512 

47,494 

64,239 

226,021 

597,842 

62,389 

549 

5,028 

11,173 

45,640 

92,510 

22,366 

518 

3,084 

4,844 

13,920 

39,724 

181,327 

6,140 

30,396 

40,030 

104,761 

327,209 

44,093 

1,550 

6,788 

9,509 

26,245 

82,467 

9,616 

2,431 

3,381 

1,624 

2,180 

26,142 

24,442 

0 

9 

120 

24,314 

28,642 

465,255 

6,842 

28,322 

67,523 

362,569 

755,136 

363,851 

6,208 

30,189 

105,090 

222,364 

557,744 

159,695 

354 

6,843 

60,549 

91,950 

225,289 

204,156 

5,854 

23,346 

44,541 

130,414 

332,455 

226,619 

4,846 

9,164 

20,386 

192,224 

364,187 

185,988 

4,513 

21,972 

47,078 

112,424 

345,731 

126,053 

2,797 

14,251 

32,227 

76,778 

235,435 

59,935 

1,716 

7,721 

14,851 

35,647 

110,296 

145,784 

10,911 

34,102 

24,916 

75,855 

309,124 

53,921 

7,097 

19,637 

13,681 

13,505 

138,366 

34,453 

3,163 

10,792 

7,386 

13,112 

75,237 

43,955 

265 

1,838 

1,309 

40,543 

71,287 

13,456 

385 

1,835 

2,540 

8,695 

24,233 

19,068 

4,296 

4,606 

2,747 

7,419 

43,660 

198,823 

7,089 

30,117 

47,490 

114,126 

375,638 

406,491 

20,941 

71,961 

90,157 

223,432 

816,456 

334,619 

14,929 

51,963 

72,751 

194,977 

648,998 

71,873 

6,012 

19,999 

17,407 

28,455 

167,458 

408,592 

20,967 

72,127 

90,521 

224,977 

821,026 

336,430 

14,936 

52,060 

73,019 

196,415 

653,024 

72,161 

6,031 

20,067 

17,502 

28,561 

168.001 
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Past-due  and  nonaccrual  loans  and  leases  of  national  banks  by  asset  size 

June  30,  1997 

(Dollar  figures  in  millions) 


National  banks 

ZHZI 

Memoranda 

All 

national 

banks 

Less  than 
$100 
million 

$100 
million  to 
$1  billion 

$1  billion 
to  $10 
billion 

Greater 
than  $10 
billion 

All 

commercial 

banks 

Number  of  institutions  reporting 

2,656 

1,427 

1,036 

151 

42 

9,308 

Loans  and  leases  past  due  30-89  days:  .... 

$21,128 

$599 

$2,073 

$5,096 

$13,360 

$35,158 

Loans  secured  by  real  estate:  . 

8,374 

293 

955 

1,612 

5,514 

14,326 

1-4  family  residential  mortgages  . 

5,243 

179 

563 

859 

3,642 

8,551 

Home  equity  loans . 

542 

7 

39 

99 

397 

808 

Multifamily  residential  mortgages . 

175 

5 

26 

39 

105 

329 

Commercial  RE  loans  . 

1,488 

59 

223 

407 

799 

2,990 

Construction  RE  loans . 

518 

22 

78 

178 

239 

987 

Farmland  loans  . 

102 

21 

25 

30 

26 

270 

RE  loans  from  foreign  offices . 

307 

0 

0 

2 

305 

391 

Commercial  and  industrial  loans  . 

3,780 

169 

467 

992 

2,151 

6,767 

Loans  to  individuals:  . 

7,991 

135 

610 

2,304 

4,941 

12,497 

Credit  cards  . 

3,830 

9 

183 

1,427 

2,211 

5,586 

Installment  loans  . 

4,160 

126 

427 

878 

2,730 

6,911 

All  other  loans  and  leases  . 

983 

2 

40 

187 

754 

1,568 

Loans  and  leases  past  due  90+  days:  . 

5,812 

150 

476 

1,938 

3,249 

9,368 

Loans  secured  by  real  estate:  . 

1,598 

69 

204 

507 

818 

2,770 

1-4  family  residential  mortgages  . 

1,061 

40 

122 

396 

503 

1,649 

Home  equity  loans . 

107 

1 

7 

28 

71 

160 

Multifamily  residential  mortgages . 

24 

1 

9 

5 

9 

54 

Commercial  RE  loans  . 

298 

15 

42 

55 

186 

634 

Construction  RE  loans . 

61 

3 

13 

17 

29 

145 

Farmland  loans  . 

32 

10 

12 

6 

4 

105 

RE  loans  from  foreign  offices . 

16 

0 

0 

0 

16 

24 

Commercial  and  industrial  loans  . 

503 

53 

95 

138 

218 

1,113 

Loans  to  individuals:  . 

3,552 

27 

165 

1,259 

2,101 

5,249 

Credit  cards  . 

2,479 

5 

105 

1,035 

1,334 

3,417 

Installment  loans  . 

1,073 

23 

60 

224 

767 

1,833 

All  other  loans  and  leases  . 

158 

0 

11 

35 

112 

235 

Nonaccrual  loans  and  leases:  . 

11,430 

316 

1,011 

1,464 

8,640 

19,260 

Loans  secured  by  real  estate:  . 

6,163 

146 

559 

823 

4,636 

10,195 

1-4  family  residential  mortgages  . 

2,422 

54 

215 

314 

1,839 

3,851 

Home  equity  loans . 

154 

2 

11 

22 

119 

233 

Multifamily  residential  mortgages . 

231 

3 

18 

34 

176 

388 

Commercial  RE  loans  . 

2,355 

51 

241 

359 

1,703 

4,086 

Construction  RE  loans . 

375 

9 

40 

72 

253 

804 

Farmland  loans  . 

160 

27 

33 

22 

78 

300 

RE  loans  from  foreign  offices . 

467 

0 

0 

0 

467 

534 

Commercial  and  industrial  loans  . 

3,591 

147 

349 

461 

2,634 

6,102 

Loans  to  individuals:  . 

1,199 

22 

83 

104 

990 

2,236 

Credit  cards  . 

298 

1 

29 

49 

218 

953 

Installment  loans  . 

901 

21 

53 

55 

772 

1,283 

All  other  loans  and  leases  . 

476 

2 

20 

75 

380 

727 
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Liabilities  of  national  banks  by  asset  size 
June  30,  1997 

(Dollar  figures  in  millions) 


Number  of  institutions  reporting 


Total  liabilities  and  equity  capital:  .  .  . 

Deposits  in  domestic  offices 
Deposits  in  foreign  offices . 

Total  deposits:  . 

Noninterest  to  earnings . 

Interest  bearing  . 

Other  borrowed  funds  . 

Subordinated  notes  and  debentures 

All  other  liabilities . 

Equity  capital . 


Total  deposits  by  depositor: 

Individuals  and  corporations 
U.S.,  state  and  local  governments 

Depositories  in  the  U.S . 

Foreign  banks  and  governments  . 

Certified  and  official  checks . 

All  other  foreign  office  deposits  .  . 

Domestic  deposits  by  depositor: 

Individuals  and  corporations 
U  S.,  state  and  local  governments 

Depositories  in  the  U.S . 

Foreign  banks  and  governments  . 
Certified  and  official  checks . 

Foreign  deposits  by  depositor: 

Individuals  and  corporations 

Depositories  in  the  U.S . 

Foreign  banks  and  governments  . 

Certified  and  official  checks . 

All  other  deposits . 


Deposits  in  domestic  offices  by  type: 

Transaction  deposits: . 

Demand  deposits  . 

NOW  accounts  . 

Savings  deposits:  . 

Money  market  deposit  accounts 

Other  savings  deposits  . 

Time  deposits:  . 

Small  time  deposits . 

Large  time  deposits . 


All 

national 

banks 

2,656 


$2,688,044 

$1,580,933 

298,392 

1,879,324 

405,623 

1,473,701 

426,916 

35,164 

114,158 

232,481 


1,685,297 

62,521 

45,757 

71,411 

11,027 

3,311 


1,475,703 

62,521 

28,256 

4,610 

9,843 


209,594 

17,501 

66,801 

1,184 

3,311 


440.390 

361.390 
77,658 

575,815 

384,647 

191,168 

564,727 

398,975 

165,753 


Less  than 
$100 
million 

1,427 


$70,521 

$60,544 

0 

60,544 

9,621 

50,923 

1,823 

1 

684 

7,468 


54,962 

4,762 

384 

1 

436 

0 


54,962 

4,762 

384 

1 

436 


0 

0 

0 

0 

0 


18,557 

9,608 

8,747 

12,530 

6,045 

6,485 

29,457 

22,071 

7,387 


National  banks 

Memoranda 

$100 

$1  billion 

Greater 

All 

million  to 

to  $10 

than  $10 

commercial 

$1  billion 

billion 

billion 

banks 

1,036 

151 

42 

9,308 

$267,491 

$488,850 

$1,861,181 

$4,771,162 

$217,341 

$323,641 

$979,407 

$2,775,362 

415 

6,851 

291,125 

504,198 

217,757 

330,492 

1,270,531 

3,279,559 

35,722 

72,451 

287,829 

668,045 

182,035 

258,041 

982,702 

2,611,515 

20,055 

100,417 

304,621 

788,533 

164 

3,036 

31,963 

54,295 

3,359 

9,071 

101,044 

245.983 

26,158 

45,834 

153,022 

402,792 

200,063 

304,044 

1,126,228 

2,905,406 

14,118 

16,603 

27,038 

125,350 

1,974 

6,452 

36,948 

73,128 

141 

1,504 

69,765 

147,398 

1,461 

1,846 

7,284 

19,402 

0 

43 

3,268 

8,876 

199,771 

298,422 

922,548 

2,580,688 

14,118 

16,603 

27,038 

125,350 

1,944 

5,788 

20,141 

40,908 

48 

982 

3,580 

10,298 

1,461 

1,846 

6,100 

18,118 

292 

5,622 

203,681 

324,718 

30 

665 

16,807 

32,220 

94 

522 

66,185 

137,100 

0 

0 

1,184 

1,284 

0 

43 

3,268 

8,876 

60,763 

83,721 

277,350 

765,656 

35,435 

68,523 

247,824 

596,686 

24,900 

14,976 

29,034 

166,003 

56,425 

117,723 

389,138 

932,832 

30,596 

73,764 

274,243 

591,232 

25,829 

43,959 

114,895 

341,600 

100,154 

122,197 

312,920 

1,076,874 

73,163 

84,966 

218,774 

733,464 

26,990 

37,230 

94,145 

343,410 
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Off-balance-sheet  items  of  national  banks  by  asset  size 

June  30,  1997 

(Dollar  figures  in  millions) 


All 

national 

banks 

National  banks 

Memoranda 

All 

commercial 

banks 

Less  than 
$100 
million 

$100 
million  to 
$1  billion 

$1  billion 
to  $10 
billion 

Greater 
than  $10 
billion 

Number  of  institutions  reporting . 

2,656 

1,427 

1,036 

151 

42 

9,308 

Unused  commitments: . 

$1,891,656 

$120,851 

$155,256 

$446,735 

$1,168,814 

$2,835,436 

Home  equity  lines  . 

68,956 

382 

4,781 

11,413 

52,379 

97,384 

Credit  card  lines  . 

$1,078,805 

115,766 

127,069 

354,982 

480,987 

1 ,546,695 

Commercial  RE,  construction  and  land  .... 

58,400 

1,036 

5,349 

9,953 

42,063 

97,728 

All  other  unused  commitments . 

685,496 

3,666 

18,057 

70,388 

593,385 

1,093,629 

Letters  of  credit: 

Standby  letters  of  credit:  . 

112,771 

199 

1,703 

11,071 

99,799 

195,615 

Financial  letters  of  credit . 

87,169 

124 

1,040 

8,537 

77,468 

156,770 

Performance  letters  of  credit  . 

25,603 

75 

663 

2,534 

22,331 

38,845 

Commercial  letters  of  credit . 

20,655 

45 

718 

1,389 

18,503 

34,657 

Securities  borrowed  and  lent: 

Securities  borrowed  . 

10,043 

42 

384 

3,370 

6,247 

22,668 

Securities  lent  . 

46,990 

33 

586 

5,721 

40,650 

274,680 

Financial  assets  transferred  with  recourse: 

Mortgages — outstanding  principal  balance  . 

6,748 

22 

114 

1,420 

5,192 

12,085 

Mortgages — amount  of  recourse  exposure  . 

5,347 

20 

94 

1,351 

3,882 

8,506 

All  other — outstanding  principal  balance  .  .  . 

117,318 

6 

7,990 

34,170 

75,153 

165,046 

All  other — amount  of  recourse  exposure  .  .  . 

7,632 

5 

157 

2,688 

4,782 

9,267 

Spot  foreign  exchange  contracts  . 

212,383 

0 

4 

1,813 

210,566 

506,548 

Credit  derivatives  (notional  value): 

Reporting  bank  is  the  guarantor  . 

1,447 

0 

0 

0 

1,447 

7,460 

Reporting  bank  is  the  beneficiary . 

1,248 

0 

3 

0 

1,245 

18,189 

Derivative  contracts  (notional  value):  . 

7,900,457 

701 

7,835 

54,900 

7,837,021 

23,324,919 

Futures  and  forward  contracts:  . 

3,594,598 

247 

228 

5,421 

3,588,702 

9,165,377 

Interest  rate  contracts  . 

1,235,900 

247 

226 

3,516 

1,231,912 

3,876,833 

Foreign  exchange  contracts  . 

2,329,855 

0 

2 

1,029 

2,328,824 

5,195,535 

All  other  futures  and  forwards  . 

28,842 

0 

0 

876 

27,967 

93,009 

Option  contracts:  . 

2,170,573 

454 

3,841 

14,304 

2,151,974 

5,411,205 

Interest  rate  contracts  . 

1,452,239 

454 

3,834 

10,923 

1,437,028 

3,822,346 

Foreign  exchange  contracts  . 

619,948 

0 

0 

3,310 

616,639 

1,332,097 

All  other  options  . 

98,386 

0 

7 

72 

98,307 

256,762 

Swaps:  . 

2,132,591 

0 

3,763 

35,175 

2,093,653 

8,722,688 

Interest  rate  contracts  . 

2,020,301 

0 

3,748 

35,167 

1,981,387 

8,102,739 

Foreign  exchange  contracts  . 

102,976 

0 

15 

8 

102,952 

556,593 

All  other  swaps  . 

9,314 

0 

0 

0 

9,314 

63,355 

Memoranda:  Derivatives  by  purpose 

Contracts  held  for  trading  . 

Contracts  not  held  for  trading  . 

Memoranda:  Derivatives  by  position 

Held  for  trading — positive  fair  value . 

Held  for  trading — negative  fair  value  . 

Not  for  trading — positive  fair  value . 

Not  for  trading — negative  fair  value  . 

7,081,457 

816,305 

83,730 

85,039 

3,292 

3,654 

400 

301 

0 

0 

0 

0 

90 

7,742 

0 

0 

23 

11 

12,312 

42,588 

115 

106 

182 

197 

7,068,654 

765,674 

83,614 

84,933 

3,087 

3,446 

21,780,347 

1,518,922 

264,985 

267,106 

7,815 

8,204 
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Quarterly  income  and  expenses  of  national  banks  by  asset  size 

Second  quarter  1997 

(Dollar  figures  in  millions) 


All 

national 

banks 

National  banks 

Memoranda 

All 

commercial 

banks 

Less  than 
$100 
million 

$100 
million  to 
$1  billion 

$1  billion 
to  $10 
billion 

Greater 
than  $10 
billion 

Number  of  institutions  reporting . 

2,656 

1,427 

1,036 

151 

42 

9,308 

Net  income:  . 

$8,783 

$217 

$938 

$1,491 

$6,137 

$14,628 

Net  interest  income:  . 

25,932 

763 

2,903 

5,291 

16,975 

43,410 

Total  interest  income: . 

48,355 

1,339 

5,118 

9,421 

32,478 

83,874 

On  loans . 

37,684 

956 

3,828 

7,482 

25,418 

61,849 

From  lease  financing  receivables . 

1,107 

3 

22 

90 

992 

1,621 

On  balances  due  from  depositories . 

849 

9 

19 

84 

738 

1,453 

On  securities  . 

6,707 

324 

1,124 

1,474 

3,785 

13,248 

From  assets  held  in  trading  account . 

745 

0 

2 

17 

727 

2,501 

On  fed.  funds  sold  &  securities 

repurchased . 

1,244 

46 

124 

257 

817 

3,183 

Less:  Interest  expense: . 

22,423 

576 

2,215 

4,129 

15,503 

40,464 

On  deposits . 

16,119 

553 

1,959 

2,698 

10,909 

28,773 

Of  federal  funds  purchased  & 

securities  sold . 

2,580 

10 

135 

595 

1,840 

4,913 

On  demand  notes  &  other  borrowed 

money* . 

6,023 

25 

228 

1,513 

4,257 

1 1 ,056 

On  subordinated  notes  and  debentures  .  . 

598 

0 

3 

48 

547 

954 

Less:  Provision  for  losses . 

3,167 

41 

209 

1,285 

1,632 

4,984 

Noninterest  income:  . 

15,504 

358 

1,239 

2,855 

11,052 

25,277 

From  fiduciary  activities . 

1,892 

0 

163 

354 

1,375 

3,923 

Service  charges  on  deposits  . 

3,058 

89 

273 

540 

2,157 

4,544 

Trading  revenue: . 

792 

0 

6 

23 

763 

1,971 

From  interest  rate  exposures . 

339 

0 

6 

13 

320 

946 

From  foreign  exchange  exposures.  . 

570 

0 

(1) 

4 

567 

908 

From  equity  security  and  index  exposures  . 

(107) 

0 

0 

4 

(111) 

2 

From  commodity  and  other  exposures.  .  .  . 

(10) 

0 

0 

3 

(12) 

116 

Total  other  noninterest  income  . 

9,721 

269 

785 

1,910 

6,757 

14,798 

Gains/losses  on  securities . 

233 

0 

2 

18 

213 

298 

Less:  Noninterest  expense:  . 

24,810 

771 

2,543 

4,533 

16,962 

41,417 

Salaries  and  employee  benefits.  . 

9,979 

320 

1,075 

1,590 

6,994 

17,629 

Of  premises  and  fixed  assets  . 

3,140 

86 

305 

478 

2,271 

5,352 

Other  noninterest  expense.  .  . 

11,691 

365 

1,164 

2,465 

7,697 

18,436 

Less:  Taxes  on  income  before  extraord. 

items . 

4,914 

92 

459 

854 

3,510 

7,984 

Income/loss  from  extraord.  items,  net 

of  taxes  . 

29 

(0) 

26 

3 

0 

35 

Memoranda: 

Net  operating  income . 

Income  before  taxes  and  extraordinary  items.  . 
Income  net  of  taxes  before  extraordinary 

items . 

Cash  dividends  declared  . 

Net  loan  and  lease  losses 

Charge-offs  to  loan  and  lease  reserve 

Less  Recoveries  credited  to  loan  & 
lease  resv . 

8,629 

13,693 

8,778 

6,054 

2,966 

3,961 

995 

217 

309 

217 

107 

24 

38 

14 

932 
1,391 

933 

501 

172 

243 

70 

1,479 

2,345 

1,491 

1,017 

1,015 

1,268 

253 

6,001 

9,647 

6,137 

4,429 

1,754 

2,413 

659 

14,409 

22,584 

14,600 

9,477 

4,396 

5,877 

1,481 

'includes  mortgage  indebtedness 
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Year-to-date  income  and  expenses  of  national  banks  by  asset  size 

Through  June  30,  1997 

(Dollar  figures  in  millions) 


All 

national 

banks 

National  banks 

Memoranda 

All 

commercial 

banks 

Less  than 
$100 
million 

$100 
million  to 
$1  billion 

$1  billion 
to  $10 
billion 

Greater 
than  $10 
billion 

Number  of  institutions  reporting . 

2,656 

1,427 

1,036 

151 

42 

9,308 

Net  income:  . 

$17,405 

$422 

$1,859 

$3,023 

$12,101 

$29,137 

Net  interest  income: . 

51,372 

1,492 

5,717 

10,450 

33,713 

85,623 

Total  interest  income: . 

95,541 

2,621 

10,060 

18,574 

64,286 

164,901 

On  loans  . 

74,334 

1,863 

7,529 

14,758 

50,184 

121,452 

From  lease  financing  receivables  . 

2,170 

7 

43 

190 

1,930 

3,164 

On  balances  due  from  depositories . 

1,651 

18 

35 

152 

1,445 

2,784 

On  securities . 

13,158 

638 

2,203 

2,941 

7,376 

26,051 

From  assets  held  in  trading  account  . 

1,417 

0 

3 

29 

1,384 

4,870 

On  fed.  funds  sold  &  securities 

repurchased  . 

2,811 

94 

246 

504 

1,967 

6,580 

Less:  Interest  expense:  . 

44,169 

1,130 

4,343 

8,123 

30,573 

79,278 

On  deposits  . 

31,642 

1,086 

3,847 

5,349 

21,360 

56,359 

Of  federal  funds  purchased  & 

securities  sold  . 

5,346 

18 

261 

1,169 

3,898 

9,935 

On  demand  notes  &  other  borrowed 

money*  . 

6,023 

25 

228 

1,513 

4,257 

1 1 ,056 

On  subordinated  notes  and  debentures  .  . 

1,158 

0 

6 

93 

1,058 

1,928 

Less:  Provision  for  losses  . 

5,904 

69 

416 

2,359 

3,059 

9,279 

Noninterest  income: . 

30,606 

675 

2,425 

5,563 

21,943 

49,923 

From  fiduciary  activities  . 

3,695 

0 

322 

707 

2,665 

7,650 

Service  charges  on  deposits . 

6,056 

173 

544 

1,096 

4,243 

8,967 

Trading  revenue:  . 

1,815 

(0) 

11 

43 

1,761 

4,353 

From  interest  rate  exposures  . 

788 

(0) 

11 

24 

752 

2,293 

From  foreign  exchange  exposures  . 

986 

0 

(1) 

8 

978 

1,599 

From  equity  security  and  index 

exposures  . 

25 

0 

0 

7 

18 

248 

From  commodity  and  other  exposures  .... 

17 

0 

0 

5 

12 

213 

Total  other  noninterest  income . 

19,040 

502 

1,548 

3,716 

13,273 

28,953 

Gains/losses  on  securities . 

432 

1 

6 

29 

396 

713 

Less:  Noninterest  expense:  . 

49,330 

1,492 

4,996 

8,918 

33,923 

81,862 

Salaries  and  employee  benefits . 

19,999 

630 

2,139 

3,183 

14,047 

35,173 

Of  premises  and  fixed  assets  . 

6,345 

169 

612 

969 

4,595 

10,686 

Other  noninterest  expense . 

22,986 

693 

2,245 

4,766 

15,282 

36,003 

Less:  Taxes  on  income  before  extraord. 

items . 

9,799 

184 

903 

1,745 

6,968 

16,017 

Income/loss  from  extraord.  items,  net 

of  taxes . 

29 

(0) 

26 

3 

0 

35 

Memoranda: 

Net  operating  income  . 

Income  before  taxes  and  extraordinary  items  .  . 
Income  net  of  taxes  before  extraordinary 

items . 

Cash  dividends  declared  . 

Net  loan  and  lease  losses: . 

Charge-offs  to  loan  and  lease  reserve . 

Less:  Recoveries  credited  to  loan  & 

lease  resv . 

17,099 

27,175 

17,376 

11,518 

5,709 

7,735 

2,026 

422 

606 

422 

208 

39 

68 

29 

1,830 

2,736 

1,834 

970 

353 

492 

140 

3,001 

4,765 

3,020 

2,080 

1,995 

2,465 

470 

11,846 

19,068 

12,101 

8,260 

3,323 

4,710 

1,388 

28,639 

45,119 

29,102 

17,982 

8,435 

11,413 

2,978 

‘Includes  mortgage  indebtedness 
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Quarterly  net  loan  and  lease  losses  of  national  banks  by  asset  size 

Second  quarter  1997 

(Dollar  figures  in  millions) 


All 

national 

banks 

National  banks 

Memoranda 

Less  than 
$100 
million 

$100 
million  to 
$1  billion 

$1  billion 
to  $10 
billion 

Greater 
than  $10 
billion 

All 

commercial 

banks 

Number  of  institutions  reporting . 

2,656 

1,427 

1,036 

151 

42 

9,308 

Net  charge-offs  to  loan  and  lease  reserve:  .... 

$2,966 

$24 

$172 

$1,015 

$1,754 

$4,396 

Loans  secured  by  real  estate:  . 

88 

2 

7 

(1) 

79 

173 

1-4  family  residential  mortgages  . 

81 

1 

4 

9 

67 

120 

Home  equity  loans . 

29 

0 

0 

7 

22 

41 

Multifamily  residential  mortgages . 

(4) 

(0) 

0 

(D 

(3) 

1 

Commercial  RE  loans  . 

(15) 

1 

1 

(10) 

(7) 

3 

Construction  RE  loans . 

(ID 

(0) 

1 

(4) 

(7) 

0 

Farmland  loans . 

0 

0 

0 

(0) 

(0) 

(0) 

RE  loans  from  foreign  offices . 

7 

0 

0 

(0) 

7 

8 

Commercial  and  industrial  loans  . 

243 

9 

29 

29 

175 

437 

Loans  to  individuals:  . 

2,583 

12 

133 

978 

1,460 

3,706 

Credit  cards  . 

2,044 

3 

97 

881 

1,063 

2,919 

Installment  loans  . 

539 

9 

36 

97 

397 

788 

All  other  loans  and  leases  . 

51 

0 

3 

8 

40 

79 

Charge-offs  to  loan  and  lease  reserve: . 

3,961 

38 

243 

1,268 

2,413 

5,877 

Loans  secured  by  real  estate:  . 

255 

4 

18 

35 

198 

409 

1-4  family  residential  mortgages  . 

107 

2 

9 

13 

84 

160 

Home  equity  loans . 

39 

0 

1 

8 

30 

53 

Multifamily  residential  mortgages  .  .  . 

4 

(0) 

1 

1 

2 

11 

Commercial  RE  loans  . 

76 

1 

6 

11 

58 

133 

Construction  RE  loans . 

18 

0 

2 

2 

15 

37 

Farmland  loans . 

2 

1 

0 

1 

1 

4 

RE  loans  from  foreign  offices 

9 

0 

0 

(0) 

9 

10 

Commercial  and  industrial  loans  . 

429 

16 

46 

71 

296 

775 

Loans  to  individuals:  . 

3,161 

18 

174 

1,145 

1,825 

4,525 

Credit  cards  . 

2,348 

4 

117 

985 

1,243 

3,369 

Installment  loans . 

813 

13 

58 

160 

582 

1,156 

All  other  loans  and  leases  . 

115 

0 

4 

16 

95 

167 

Recoveries  credited  to  loan  and  lease  reserve: 

995 

14 

70 

253 

659 

1,481 

Loans  secured  by  real  estate:  . 

167 

2 

11 

36 

119 

236 

1 -4  family  residential  mortgages  . 

25 

1 

4 

4 

16 

40 

Home  equity  loans . 

10 

0 

1 

1 

8 

12 

Multifamily  residential  mortgages  . 

8 

0 

0 

2 

6 

1 1 

Commercial  RE  loans  .... 

91 

0 

5 

22 

64 

130 

Construction  RE  loans . 

29 

0 

1 

6 

22 

37 

Farmland  loans . 

2 

0 

0 

1 

1 

A 

RE  loans  from  foreign  offices  .  . 

2 

0 

0 

0 

2 

2 

Commercial  and  industrial  loans  . 

186 

7 

17 

41 

121 

338 

Loans  to  individuals:  . 

578 

6 

41 

167 

365 

818 

Credit  cards  . 

304 

1 

20 

103 

180 

450 

Installment  loans 

274 

4 

21 

63 

185 

368 

All  other  loans  and  leases  .  .  . 

64 

0 

1 

8 

54 

88 
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Year-to-date  net  loan  and  lease  losses  of  national  banks  by  asset  size 

Through  June  30,  1997 

(Dollar  figures  in  millions) 


All 

national 

banks 

National  banks 

Memoranda 

All 

commercial 

banks 

Less  than 
$100 
million 

$100 
million  to 
$1  billion 

$1  billion 
to  $10 
billion 

Greater 
than  $10 
billion 

Number  of  institutions  reporting . 

2,656 

1,427 

1,036 

151 

42 

9,308 

Net  charge-offs  to  loan  and  lease  reserve:  .... 

5,709 

39 

353 

1,995 

3,323 

8,435 

Loans  secured  by  real  estate:  . 

139 

3 

12 

8 

115 

285 

1-4  family  residential  mortgages  . 

139 

1 

7 

14 

117 

205 

Home  equity  loans . 

57 

0 

1 

11 

45 

77 

Multifamily  residential  mortgages . 

1 

(0) 

1 

(1) 

1 

10 

Commercial  RE  loans  . 

(44) 

1 

2 

(10) 

(37) 

(17) 

Construction  RE  loans . 

(21) 

(0) 

1 

(5) 

(17) 

(6) 

Farmland  loans  . 

(1) 

0 

(0) 

(1) 

(1) 

(D 

RE  loans  from  foreign  offices  . 

7 

0 

0 

0 

7 

17 

Commercial  and  industrial  loans  . 

443 

14 

50 

63 

315 

752 

Loans  to  individuals:  . 

5,071 

21 

286 

1,910 

2,853 

7,286 

Credit  cards  . 

3,938 

5 

209 

1,700 

2,024 

5,673 

Installment  loans  . 

1,132 

16 

77 

211 

829 

1,613 

All  other  loans  and  leases  . 

56 

0 

4 

13 

39 

112 

Charge-offs  to  loan  and  lease  reserve:  . 

7,735 

68 

492 

2,465 

4,710 

11,413 

Loans  secured  by  real  estate:  . 

466 

7 

32 

69 

357 

754 

1-4  family  residential  mortgages  . 

188 

3 

15 

23 

147 

283 

Home  equity  loans  . 

77 

0 

2 

14 

61 

101 

Multifamily  residential  mortgages  . 

13 

0 

1 

2 

10 

27 

Commercial  RE  loans  . 

141 

2 

11 

27 

101 

254 

Construction  RE  loans  . 

29 

0 

2 

3 

23 

55 

Farmland  loans  . 

3 

1 

0 

1 

1 

8 

RE  loans  from  foreign  offices . 

15 

0 

0 

0 

15 

26 

Commercial  and  industrial  loans  . 

824 

27 

87 

141 

569 

1,433 

Loans  to  individuals:  . 

6,217 

34 

367 

2,223 

3,593 

8,890 

Credit  cards  . 

4,541 

8 

248 

1,891 

2,394 

6,547 

Installment  loans  . 

1,676 

26 

119 

332 

1,199 

2,343 

All  other  loans  and  leases  . 

229 

0 

6 

31 

191 

336 

Recoveries  credited  to  loan  and  lease 

reserve:  . 

2,026 

29 

140 

470 

1,388 

2,978 

Loans  secured  by  real  estate:  . 

327 

4 

20 

61 

242 

469 

1-4  family  residential  mortgages  . 

49 

1 

8 

9 

30 

78 

Home  equity  loans  . 

19 

0 

1 

3 

15 

24 

Multifamily  residential  mortgages . 

12 

0 

1 

3 

8 

17 

Commercial  RE  loans  . 

185 

1 

9 

37 

138 

271 

Construction  RE  loans  . 

50 

0 

1 

8 

40 

61 

Farmland  loans  . 

4 

0 

1 

1 

2 

9 

RE  loans  from  foreign  offices . 

8 

0 

0 

0 

8 

9 

Commercial  and  industrial  loans  . 

381 

13 

36 

78 

254 

681 

Loans  to  individuals:  . 

1,146 

13 

81 

313 

739 

1,604 

Credit  cards  . 

603 

2 

39 

192 

370 

874 

Installment  loans  . 

543 

10 

42 

121 

370 

730 

All  other  loans  and  leases  . 

173 

0 

2 

18 

152 

224 
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Number  of  national  banks  by  state  and  asset  size 
June  30,  1997 

(Dollar  figures  in  millions) 


All 

national 

banks 

All  institutions  .  2,656 


Alabama  .  34 

Alaska  .  3 

Arizona  .  13 

Arkansas .  73 

California .  99 

Colorado  .  88 

Connecticut .  7 

Delaware  .  20 

District  of  Columbia  .  6 

Florida .  84 

Georgia .  59 

Hawaii  .  1 

Idaho .  1 

Illinois  .  230 

Indiana  .  43 

Iowa  .  54 

Kansas  .  119 

Kentucky .  70 

Louisiana  .  26 

Maine  .  6 

Maryland  .  21 

Massachusetts  .  19 

Michigan  .  40 

Minnesota  .  136 

Mississippi  .  24 

Missouri  .  46 

Montana  .  22 

Nebraska  .  99 

Nevada  .  5 

New  Hampshire  .  7 

New  Jersey  .  25 

New  Mexico  .  26 

New  York  .  66 

North  Carolina  .  10 

North  Dakota  .  21 

Ohio  .  109 

Oklahoma  .  Iig 

Oregon  .  4 

Pennsylvania .  116 

Rhode  Island .  1 

South  Carolina  .  24 

South  Dakota  .  25 

Tennessee .  43 

Texas  .  420 

Utah  .  q 

Vermont  .  1 1 

Virginia  .  33 

Washington  .  19 

West  Virginia  .  42 

Wisconsin  .  50 

Wyoming .  ig 

U  S  territories  0 


National  banks 

Memoranda 

Less  than 

$100 

$1  billion 

Greater 

All 

$100 

million  to 

to  $10 

than  $10 

commercial 

million 

$1  billion 

billion 

billion 

banks 

1,427 

1,036 

151 

42 

9,308 

19 

14 

0 

1 

178 

1 

0 

2 

0 

6 

4 

3 

5 

1 

37 

26 

45 

2 

0 

234 

48 

47 

1 

3 

339 

60 

26 

2 

0 

216 

3 

4 

0 

0 

29 

3 

9 

6 

2 

38 

1 

4 

1 

0 

7 

37 

37 

9 

1 

273 

27 

31 

1 

0 

348 

0 

1 

0 

0 

14 

0 

1 

0 

0 

15 

118 

99 

10 

3 

801 

11 

24 

8 

0 

193 

33 

19 

2 

0 

462 

93 

25 

1 

0 

408 

40 

25 

5 

0 

271 

11 

9 

6 

0 

167 

1 

5 

0 

0 

19 

4 

14 

3 

0 

86 

6 

11 

0 

2 

50 

16 

21 

2 

1 

176 

89 

42 

3 

2 

519 

11 

11 

2 

0 

108 

26 

15 

5 

0 

408 

19 

1 

2 

0 

97 

80 

16 

3 

0 

328 

2 

1 

1 

1 

23 

2 

4 

1 

0 

21 

2 

18 

4 

1 

69 

10 

13 

3 

0 

67 

26 

33 

5 

2 

157 

2 

5 

0 

3 

56 

11 

9 

1 

0 

119 

47 

48 

9 

5 

243 

85 

30 

4 

0 

326 

0 

3 

0 

1 

41 

37 

67 

7 

5 

217 

0 

0 

1 

0 

7 

11 

11 

2 

0 

80 

15 

7 

2 

1 

113 

10 

23 

9 

1 

234 

285 

123 

9 

3 

854 

4 

2 

1 

1 

48 

5 

5 

1 

0 

22 

7 

22 

2 

2 

155 

14 

5 

0 

0 

81 

22 

17 

3 

0 

110 

31 

26 

3 

0 

365 

12 

5 

2 

0 

53 

0 

0 

0 

0 

20 
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Total  assets  of  national  banks  by  state  and  asset  size 

June  30,  1997 

(Dollar  figures  in  millions) 


All 

national 

banks 

National  banks 

Memoranda 

All 

commercial 

banks 

Less  than 
$100 
million 

$100 
million  to 
$1  billion 

$1  billion 
to  $10 
billion 

Greater 
than  $10 
billion 

All  institutions . 

.  $2,688,044 

$70,521 

$267,491 

$488,850 

$1,861,181 

$4,771,162 

Alabama  . 

.  33,279 

1,117 

3,080 

0 

29,082 

89,448 

Alaska  . 

.  4,075 

57 

0 

4,018 

0 

4,677 

Arizona  . 

.  35,712 

85 

1,097 

20,168 

14,362 

38,844 

Arkansas  . 

.  15,640 

1,488 

10,300 

3,852 

0 

32,085 

California . 

.  363,795 

2,324 

10,776 

4,652 

346,043 

455,588 

Colorado  . 

.  19,554 

2,966 

5,523 

1 1 ,066 

0 

31,279 

Connecticut  . 

.  785 

187 

598 

0 

0 

10,754 

Delaware . 

.  76,893 

203 

2,944 

29,217 

44,528 

121,793 

District  of  Columbia . 

.  3,207 

27 

818 

2,363 

0 

3,276 

Florida  . 

.  77,939 

2,270 

11,158 

22,154 

42,356 

114,274 

Georgia . 

.  14,643 

1,520 

8,397 

4,726 

0 

66,371 

Hawaii  . 

.  298 

0 

298 

0 

0 

22,509 

Idaho . 

.  156 

0 

156 

0 

0 

1,219 

Illinois  . 

.  144,563 

5,840 

25,361 

33,000 

80,362 

269,529 

Indiana  . 

.  40,695 

491 

7,613 

32,591 

0 

65,205 

Iowa  . 

.  16,062 

1,685 

5,642 

8,735 

0 

43,827 

Kansas  . 

.  12,016 

3,854 

6,481 

1,681 

0 

28,624 

Kentucky . 

.  24,829 

2,170 

4,330 

18,329 

0 

53,719 

Louisiana  . 

.  29,942 

597 

2,565 

26,780 

0 

46,881 

Maine  . 

.  1,572 

48 

1,524 

0 

0 

5,355 

Maryland . 

.  19,441 

219 

4,931 

14,291 

0 

36,885 

Massachusetts  . 

.  110,128 

330 

2,522 

0 

107,276 

164,569 

Michigan . 

.  30,306 

826 

3,916 

11,225 

14,339 

117,017 

Minnesota  . 

.  78,089 

4,086 

10,804 

8,604 

54,595 

96,645 

Mississippi  . 

.  13,664 

652 

2,438 

10,574 

0 

30,565 

Missouri  . 

.  24,637 

1,376 

4,349 

18,911 

0 

57,936 

Montana  . 

.  3,376 

602 

114 

2,661 

0 

8,701 

Nebraska  . 

.  13,786 

3,453 

3,397 

6,936 

0 

24,590 

Nevada  . 

.  15,578 

73 

815 

4,014 

10,675 

21,235 

New  Hampshire . 

.  4,464 

129 

1,352 

2,984 

0 

10,313 

New  Jersey . 

.  39,579 

172 

5,509 

9,846 

24,052 

72,936 

New  Mexico . 

.  10,809 

551 

2,947 

7,311 

0 

15,286 

New  York . 

.  325,674 

1,703 

11,320 

8,291 

304,359 

1,086,108 

North  Carolina . 

.  292,539 

131 

2,205 

0 

290,202 

343,137 

North  Dakota . 

.  4,123 

408 

2,473 

1,242 

0 

8,697 

Ohio  . 

.  181,891 

2,177 

17,534 

27,488 

134,691 

222,490 

Oklahoma  . 

.  23,275 

4,361 

6,795 

12,119 

0 

37,137 

Oregon  . 

.  33,515 

0 

440 

0 

33,074 

38,403 

Pennsylvania . 

.  211,185 

2,010 

19,212 

8,749 

181,214 

249,850 

Rhode  Island . 

.  3,679 

0 

0 

3,679 

0 

10,738 

South  Carolina . 

.  7,093 

562 

1,963 

4,568 

0 

19,572 

South  Dakota  . 

.  21,510 

440 

1,677 

4,916 

14,477 

28,982 

Tennessee  . 

.  53,908 

765 

5,821 

34,591 

12,731 

75,439 

Texas  . 

.  155,765 

13,448 

26,307 

26,642 

89,368 

210,682 

Utah  . 

.  19,981 

242 

1,184 

5,875 

12,680 

36,283 

Vermont  . 

.  2,636 

338 

1,271 

1,027 

0 

6,211 

Virginia  . 

.  33,310 

365 

4,721 

7,507 

20,716 

94,953 

Washington  . 

.  1,723 

561 

1,162 

0 

0 

10,891 

West  Virginia  . 

.  12,287 

1,323 

4,444 

6,520 

0 

20,827 

Wisconsin  . 

.  19,106 

1,651 

6,404 

11,052 

0 

67,896 

Wyoming . 

.  5,334 

637 

803 

3,894 

0 

8,017 

U.S.  territories  . 

.  0 

0 

0 

0 

0 

32,914 

Quarterly  Journal,  Vol.  16.  Mo.  3,  September  1997  151 


Index 


Affiliated  mergers,  112 
Affiliated  mergers — thrift,  119 
Access  to  credit,  increasing,  (speech),  57 
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Fast  Track  enforcement  program,  22 
Federal  branches  and  agencies  of  foreign 
banks  in  operation,  136 
Financial  performance  of  national  banks, 
statistical  tables  on  the,  137 


Improving  access  to  credit  initiatives  (speech),  61 
Increasing  access  to  credit  (speech),  57 
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where  an  interstate  bank  has  branches,  for 
credit  card  loans,  93 
Interpretations,  67 
Interpretive  letters,  69 
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Speech,  65 

Key  indicators,  FDIC-insured  national  banks: 
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Loan  performance,  FDIC-insured  national  banks: 
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By  region,  15 
Ludwig,  Eugene  A.: 
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Congressional  testimony,  29,  46 
Speeches,  57,  61 ,  64 

Mergers: 

Affiliated,  (involving  affiliated  operating 
banks),  112 

Affiliated,  — thrift  (involving  affiliated  national 
banks  and  savings  and  loan 
associations),  119 

Nonaff i liated ,  (involving  two  or  more 
rionaffiliated  operating  banks),  107 
Nonaffiliated,  — thrift  (involving  nonaffiliated 
national  banks  and  savings  and  loan 
associations),  110 

Mergers,  impact  of,  on  a  bank’s  ability  to  use 
interest  rates  permitted  by  its  main  office  state,  71 
Modernization  of  the  nation’s  banking  laws 
governing  permissible  bank  activities  and  the 
corporate  structure  (testimony),  46 
Money  market  preferred  stock,  approval  to  purchase 
and  hold,  as  Type  III  investment  securities,  91 

National  bank  failures,  19 
National  banks  converted  out  of  the  national 
banking  system,  134 

National  banks  merged  out  of  the  national  banking 
system,  135 

New,  full-service  national  bank  charters  issued,  127 
New,  limited-purpose  national  bank 
charters  issued,  129 
Nonaffiliated  mergers,  107 
Nonaffiliated  mergers— thrift,  110 
Nonbanking  institutions  converted  to  full-service 
national  banks,  133 
No-objection  letter,  102 

No  objection,  request  for,  to  proposed  remuneration 
disclosures  on  customer  confirmations  for  riskless 
principal  transactions  in  tax-exempt  municipal 
revenue  bonds,  102 
Number  of  national  banks  by  state  and 
asset  size,  150 


0((  balance-sheet  items  of  national  banks  by 
asset  size,  145 

Ofhco  of  the  Comptroller  of  the  Currency: 
Corporate  decisions,  25 
Interpretations,  67 


Merger  decisions,  107,  108,  110 
Speeches  and  congressional  testimony,  27 

Participation  in  a  limited  liability  company,  78 
Past-due  and  nonaccrual  loans  and  leases  of 
national  banks  by  asset  size,  143 
Problem  bank  trends,  19 


Quarterly  income  and  expenses  of 
national  banks,  140 

Quarterly  income  and  expenses  of  national  banks 
by  asset  size,  146 

Quarterly  net  loan  and  lease  losses  of  national 
banks  by  asset  size,  148 

Recent  corporate  decisions,  25 

Recent  OCC  regulatory  and  supervisory  actions 
(testimony),  29 

Role  of  government  in  electronic  money  systems 
(speech),  65 


Shared  appreciation  mortgage  (SAM)  loan, 
whether,  is  an  adjustable  rate  mortgage  under 
OCC  regulations  that  implement  the  Alternative 
Mortgage  Transaction  Parity  Act  of  1982,  99 
Special  supervision  and  enforcement  activities,  19 
Speeches  and  congressional  testimony,  27 
State-chartered  banks  converted  to  full-service 
national  banks,  130 

State-chartered  banks  converted  to  limited-purpose 
national  banks,  132 

Statistical  tables  on  the  financial  performance  of 
national  banks,  137 

Structure  of  the  national  banking  system, 
tables  on  the,  121 


Tables  on  the  structure  of  the  national  banking 
system,  121 

Tables,  statistical,  on  the  financial 
performance  of  national  banks,  137 
Testimony,  congressional,  speeches  and,  27 
Total  assets  of  national  banks  by  state  and 
asset  size,  151 

Type  III  securities,  approval  to  purchase  and  hold 
money  market  preferred  stock  as,  91 
Type  III  securities,  investing  in  “trust  preferred 
securities”  as,  75 


Year-to-date  income  and  expenses  of  national 
banks,  141 

Year-to-date  income  and  expenses  of  national  banks 
by  asset  size,  147 


154  Quarterly  Journal.  Vol.  16,  No.  3,  September  1997 


Year-to-date  net  loan  and  lease  losses  of  national 
banks  by  asset  size,  149 

12  USC  24(7),  interpretive  letters,  78,  85 
12  USC  24(7)61,  no-objection  letter,  102 
12  USC  24(7)88,  interpretive  letter,  91 
12  USC  24(7)92,  interpretive  letters,  75,  91 
12  USC  85,  interpretive  letters,  71,  93 


12  USC  2901,  interpretive  letters,  69,  70,  88,  96,  98 
12  USC  3801,  interpretive  letter,  99 
15  USC  78,  no-objection  letter,  102 


12  CFR  1,  interpretive  letter,  75 
12  CFR  12,  no-objection  letter,  102 
12  CFR  34,  interpretive  letter,  99 


Quarterly  Journal,  Vol.  16,  Mo.  3,  September  199/  155 


COMPTROLLER  OF  THE  CURRENCY 


Northeastern  District 

New  York  District  Office 
1114  Avenue  of  the  Americas 
Suite  3900 

New  York,  NY  10036-7780 
(212)  819-9860 


Central  District 

Chicago  District  Office 
One  Financial  Place 
Suite  2700 

440  South  LaSalle  Street 
Chicago,  IL  60605-1073 

(312)  360-8800 


Southwestern  District 

Dallas  District  Office 
1600  Lincoln  Plaza 
500  North  Akard 
Dallas,  TX  75201-3394 

(214)  720-0656 


Southeastern  District 

Atlanta  District  Office 
Marquis  One  Tower 
Suite  600 

245  Peachtree  Center  Ave .  N  E 
Atlanta,  GA  30303-1223 


Midwestern  District 

Kansas  City  District  Office 
2345  Grand  Avenue 
Suite  700 

Kansas  City,  MO  64108-2683 
(816)556-1800 


Western  District 

San  Francisco  District  Office 
50  Fremont  Street 
Suite  3900 

San  Francisco,  CA  94105-2292 
(415)  545-5900 


(404)  659-8855 


o 


Special  Standard  Mail 
Postage  and  Fees  Paid  by 
Comptroller  of  the  Currency 
Permit  No.  G-8 


Comptroller  of  the  Currency 
Administrator  of  National  Banks 


Washington,  D.C.  20219 

OFFICIAL  BUSINESS 
Penalty  for  Private  Use  $300 


c? 


